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PREFACE TO THE NINTH EDITION 

The well-niRh nine years that have elapsett since the last 
complete rewriting of this Ixwk have witnessed not only tl.e 
Great War but important changes in state and local taxation 
here and abroad. Advantage has therefore been taken of this 
edition not only to bring the various chapters down to date but 
to add five new chapters, three of which are directly the out¬ 
come of the war discussion. In order to make room for these, 
the three chaptere devoted to American Reports on Taxation 
have been compre-ssed into one, although continued down to 
date. In the body of the Ixxrk an attempt has been made to 
take account not only of the changes in legislation, but also of 
the recent discussions in fiscal science. 

Edwin R. A. Sblioman. 

CoLCMBIA UNIVKRSrar, 

Avgust, I9il. 


FROM THE PREFACE TO THE EIGHTH 
EDITION 

This book was originally published in 1895, and the favor 
with which it was received has rendered necessary a new edition 
every two or three years. Owing partly to the pressure of other 
occupations and partly to a .shrinking from the arduous labor 
which would have been required to keep the presentation up to 
date, these successive editions contained but slight changes. 
Now however, after the lapse of almost eighteen years, the 
progress of the world, both in fiscal facts and in economic theory, 
has been so marked as to render any further delay impossible 
if the book is to remain a half-way satisfactoiy interpretation of 
actual conditions. 

1 therefore determined to subject the volume to a careful 
revision and, where necessary, to rewrite entire sections or even 
chapters. Moreover, in the interval, not a few of my addresses 
apd articles on germane topics have appeared; and it seemed 
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opportune to incorporate a selection from these into the bode, 
even at the risk of some inevitable repetition in a few pages 
here and thc're. As a consequence, the thirteen chapters of the 
earlier editions have grown to twenty-one; and this together 
with th(,‘ additions to the remainder of the work has result^ in a 
volume of alitiost double the size of the original. To a large 
extent, therefore, the present edition may be regarded as a sub¬ 
stantially new work. 

E. B. A. S. 

CoLCUBiA Univkhsitt, New Vobs, 

March, W13. 
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ESSAYS IN TAXATION 

CHAPTER I 

THE DEVELOPMENT OF TAXATION 

To the citizen of the modern state, taxation, however dis- 
agreeable it may be, .seems natural. It is difficult to realize 
that it is essentially a recimt growth and that it marks a com¬ 
paratively late stage in the development of public revenue; 
it is more difficult to realize that each age has ihs ow n aya - 
tem of public revenue, and that the taxes of to-ilay are different, 
from th ose of former times; it is still more difficult to perceive 
that our id eals of justice in taxation change. .with.-tlie.ilJtoaii£iP 
in social comTiUons. Not only the actual forms of taxation, 
but the theories of taxation as well, vary with the economic 
ba.si8 of society. Pascal conditions arc always an outcome of 
economic relations. This is true even where the direct influence 
of political causes is traceable, for political changes are in 
the hast resort dependent on economic changes. Finance and 
economics are inextricably intertwined. Like all the facts of 
social life, taxation itself is only an historical category. 

I. Voluntary and Compulsory Payments 

At the beginning of hi.story there is no such thing as a state. 
Whether we accept Hobbes’ theory of the helium omnium con¬ 
tra omnes, or the more modem clan theory of the origin of society, 
there is no public household, because there are no recogniz^ 
public needs. But even in the original man there are pos¬ 
sibilities of social development. Man, as Aristotle tells us, is a 
social and political animal. Centuries of hard experience 
strengthen the social mstinct and contribute to form primitive 
society, until finally a real political life emerges. 

Gradually from either physical, ethical or religious causes 
a leader evolves. The oldest or the wisest or the bravest— 
at all events, the one possessed of some fieculiar character- 
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istic—l)ecx)mcs tlic leader of the horde, the clan or the tribe.' 
He actH iia the great priest, great judge or great warrior, often 
combining all tlirci^ (lualitic.s. Tliere arc no financial needs, 
Ix’iauise the only con.sideration is that of defence; and every 
man contributes to the defence in his orvn person. The leader 
liinLself subsists on the booty of war. 

Hut with tlie growth of society and the cxp.ansion of the 
clan into the larger community, the public needs develop. 
Administration licgins. Hoads, bridges and fortifications are 
constructed, and I he prince or king must now not only maintain 
order, but must be assured of a revenue to support his hou.se- 
liold and to distribute favors to Ids retinue. All his followers, 
being roughly eiiual, now support him by gifts, wdietlier of labor 
or of profierty. In all prindtivi' sociidies vohmtary offerings 
constitute the first, form of common contributions, and every 
man feels tlie necessity of upholding the political and military 
organization by his own personal efforts. 

The king’s needs now increase. 'I'hey are chiefly personal 
needs, except in so far as ('Xiienditnres are made for the pur¬ 
poses of internal peace and external defence. But in order to 
ensure his iiosition, the king endeavors to sc'cure his revenues 
elsewhere. He develops the subsidies and tributes of the allied 
and cowpiereil nations,and amasses treasure filched from abroad. 
Part of this he distributes among his followers; part he retains 
to increase his own posse.ssions. The private property of the 
king differentiates itself from the public property, which was 
originally common to all. ’I'lie monarch now increases his 
revenues and domains through the aiaiuisition of lucrative 
prerogatives of all kinds, t’ertain activities come to be looked 
uix>n as within his ix'culiar province. 'I’he king’s peace must 
be kept—any infraction must Ih' pai<l for in fines and penalties; 
not only crimes, but torts, have their public side. Nobody can 
harm an individual without breaking the king's peace, and 
havin|; to pay for it. ( ommcrce bogiiLs, and weights and 
measures and money are needed. The royal rights of comage 
arise; and as the kingship iHS’omes stronger, the rights of 
escheat, of wreck, of confiscation develop, until finally the 
various myal tirerogatives bring in a snbstanti.al revenue. 

Voluntar,v payments have in the meantime ceased. As 
society iwlvances, w'hat was at the outset freely given comes 
to be paid by the individual from a sense of moral obligation. 
But with the weakne.s.s of huiuiin nature, in the face of a diveiy 
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aity of interests, even the feeling of duty soon fails to produce 
an adequate revenue. The moral obligation slowly Iiecomes a 
legal obligation, keeping pace with the crystallization of social 
usage and castom into primitive law; the volvmlary offerings 
become compulsory contributions. Hut ilie compuLsory con¬ 
tributions are still largely personal siir\’ices, connected with' 
the common sr^curity. Such w;is the early iiKMliu'val frituxia 
necesirUas, the liability to military service, to watch and waird, 
and to the repair of the bridge's and fortilications. I'he first 
forced contribution of the individual to the maintenance of the 
common welfare is always s('en in (his rude attempt to assess 
every one according to his idiility to bear (he common burden— 
his faculty, d'his faculty consists in (he enforced participation 
in the administrat ion. But there is not yet any ideii of ta.\ution 
of proirerty. The contribution is personal, and is limited to a 
few well-<lefined objects. The indivi'lual’s faculty is found in 
his person, not in his [rropc-rty, becausi- there is practically no 
private property. And the contributions are, for the most part, 
not regular, but s]).a.sm<Hlic. 

As civilization gnulually advances, private property develops, 
and the primitive eepiality slowly disapix'ars. The interchange 
of commodities takes place on a larger sc.ilc. The old revenues 
are no longer iideriuate, and it becomes ncce.s.sary for the mon¬ 
arch to supplement them by broadening the field of these 
compulsory contributions of service. In other words, the need 
of taxation arises. But a direct tax is still out of the question. 
Public opinion will not yet admit its necessity. The taxation 
of pro})erty is scarcely less im|K)s.sible than the taxation of the 
person. It is regarded as a biulge of disgrace for the freeman— 
a rwta captinitalix, .as the Romans at first called it—because 
only conquered enemies have to pay this arbitrary impost. 
The king, therefore, must endeavor to effect his object cov¬ 
ertly. He mast go to work in a roundabout way, and hide 
the tax in a variety of disguises. He either gradually extends 
his lucrative prerogative.s, or .alleges that the charges are to- 
ple returns for governmental services. He grants protection 
or privileges individuals, and requires .some payment in 
return. Thus begins the period of fees and efiarges, which the 
individuals are willing to pay and which gradually reconcile 
the public to the idea of governmental charges. 

■ Before long, however, the monarch feeds role to throw off all 
ditguises, and limits the amount of his exactions only by the de- 
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gree of his rapacity. Thus the fees and tolls change into taxes 
on exchange and transportation; thus the people become ac¬ 
customed to the “customs”; thus the “evil duties”and the ex- 
cis(wgrowapiu;e;thas the payments become veritable “imposi¬ 
tions.” In other words, the community enters upon the stage 
of indirect taxation. 

'I’liis explains why it is so difficult for the idea of direct tax¬ 
ation to force its way into (lopular favor. The earliest mani¬ 
festations of the taxing [lower are generally merciless and bru¬ 
tal. They .are a|)t to re,act on the pulilic consciousness and 
to stunt the growth of any feeling of obligation. It is not un¬ 
til [nililic morality has so far developed ns to introduce more 
lenient and more retineil processes of indirect taxation that 
we discover a growing willingness on the part of the individual 
to [lay direct taxes. Another reason for the later appearance 
of direct taxation is that the. indirect taxes are often paid with¬ 
out the coutrilmtors being really conscious of it. They are 
jealous of their own and not [niblic-spiriled. They are willing 
to give only that the loss of which they do not feel. But what¬ 
ever be the reason, it is clear that when this final stage—pos¬ 
sible only after centuries of laborious and continued exertion— 
has been reached, we enter upon a new pliuse in the history of 
finance. The readiness to share in the [niblic burdens out of 
one’s property presupposes a far higher social ethics and a far 
more complex society than was jwssible in the simple condi¬ 
tions wlu'n every one was willing to take part in the defence of 
the village or the repair of the roads. Interests have now be¬ 
come specialized. It needs a far greater sense of civic obliga¬ 
tion to submit cheerfully to direct pro[)erty taxation than was 
ncccasary in primitive times for the putting forth of mere per¬ 
sonal exertions. ICven to-day the full import of this obligation 
is only inad(S|uately grasiied. Until within a few years it was 
deemed ne['es.sary to ba.se the theoretical justification of tax¬ 
ation on fanciful doctrines of contract, of protection and the 
like. And even at the present time, tho.se who cheerfully seek 
to contribute their share to the common burden form the ex¬ 
ception, not the rule. But even the imperfect recognition of 
this duty implies a highly develoired [xrlitical consciousn^. 
The method of taxing every one .according to his property ia 
the first tough attempt of a property-owning community {w 
over against a primitive community) to assess each membw 
' according to his ndativc ability. The introduction of the (jiiaflA ^ 
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property tax is a vast step forwarU in the development of social 
ethics. 

This historical process is well illiutrated by etymology. If 
we look at the various terms applied to what we to-day call a 
tax, we shall find every shade of the development rellectwl not 
only in the words used in former centuries, but in those still 
employed to-day. There are no less than seven different .stages 
in this etymological growth. 

The original idea was that of gift. The individual made a 
present to the government. We see this in the inediroval Latin 
term donum and in the English benevolence, which was used far 
into the middle ages. The second stage was reached when the 
government humbly implored or prayed the iieople for support. 
This is the me.aning of the Latin precaritim, used for many cen¬ 
turies on the continent, as wi^ll .as of the (Jerman Bede (from 
heten, to pray). The Lnndhede was tlu? term applied to the land 
tax in the tlerman states until quite recently. With the third 
stage we come to the idea of .assistance to the stats'. The in¬ 
dividual felt tliat, if not making a gift, he was at least doing the 
government a favor. This idea is exjiresscd in the Latin od- 
jutorium, the English aid and the French aide, which was at 
one time used for all kinds of taxes. The same idea is discernible 
in the English xubsidy and contribution. It hivs survived in the 
Gentian term for a tax, Staler (sleucrn, to help), and in the 
Scandinavian tijelp. In France cmlribulion is even to-<lay com¬ 
monly used as synonymous with tax. 

The fourth stage of develoitment brings out the idea of sacri¬ 
fice by the individual in tlie interest of the state. He now sur¬ 
renders something for the public good. This is seen in the old 
French gabelle, in the modern German Abgabe, and in the 
familiar Italian dazio. In each case the citizen gives or sacrifices 
something. With the fifth stage the feeling of obligation devel¬ 
ops in the taxpayer. The English duly was not originally 
restricted to its present narrow meaning in the United States. 
Here it is asually apiilied to import taxes and sometimes to the 
internal revenue taxes. But even tonlay in England the term 
includes some of the most important so-called direct taxes, like 
the inheritance tax and the income tax. It is npt until the sixth 
stage is reached that we meet the idea of compulsion on the 
part of the state. We see this in our impost or imposilion, as 
well as in the French impU and the Italian imposla. Although 
Kb limit the term to a certain kind of tax, the French use it 
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as the generic epithet par excellence. The same idea is seen in 
the German Auflage (something “laid on”) and Aufschlag 
(something “clapped on”), frequently used at present for cer¬ 
tain indirect charges on commodities. 

With the seventh and final stage we reach the idea of a rate 
or assessment, fixed or estimated by the government without 
any reference to the volition of the taxpayer. We see this in 
the medimval English scot (to be “at .scot and lot”), which is 
nothing but the German Schoss or the Scandinavian slcalt. It 
is seen in the German SchtUvaig (or estimate), which was used 
until about a century ago. Al)ove all, it is rec'ognized in our 
tax (taxare, to fix, to (wtimate), the French tuxe, the Italian 
iassa and the English rale. It is worthy of note that in the mid¬ 
dle ages “tax” always moiint a direct tax, for which a regular 
assessment list or schedule was made. 

II. Direct versus Iiulireel Taxation 

With the introduction of direct taxation, the progressive in¬ 
crease of public revenues becomes far easier. This is fortunate, 
for with the tulvance of civilization the public expenditures 
grow apace. For a long time, .as we hav<! seen, almost the only 
aims of government are security and defence. But as economic 
conditions develop !uid various classes of society differentiate, 
more attention must be paid to matters of general welfare. 
Expenditures for commerce, industry and transportation arise. 
The need is felt for better roads, for more canals, for improved 
methods of communication through the jwstal service. Then 
the less material ends of government are recognized. Education 
must bo provided, hospitals and asylums must be erected, and 
the sanitary conditions must be looked after. Finally comes 
the immense gro\vth of the modern state, with its new func¬ 
tions due partly to the industrial revolution, partly to the 
growth of democracy, partly to the recognition in legislation 
of the preventive as agamst the repressive principle. These 
new functions mean fresh exijcnditures; and these expenditures 
mean increased taxes. Thus the char.acteristic mark of the 
modem age is taxation as against the more or less self-suflBcing 
public economy of former times. 

Direct taxation, as we have .seen, generally forms the last 
step in the historical development of public revenues. At 
first regarded entirely as an extraordinary means of support* 
It gradually itssumes the clfaracter of an ordinary form Ilf • 
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revenue. In the early days of classic antiquity the direct tax 
was used only in very exccptiomil exigencies and was, in fact, 
regarded as a compulsory loan, to be repaid in the future. It 
was not until after the establishment of the Roman Empire, 
for instance, that the regular direct taxation of Roman citizens 
began. And the siime proces.s may be observed throughout the 
history of many media;val states down to the most recent 
periotl of European and American history. 

In some cases, however, this historical process assumes a 
slightly different form. It depends entirely on the economic 
conditions and on the nilative im]X)rtanc(! of the various social 
classes. For instance, it i.s incontrovertible that certain kinds 
of indirect payments always come first, as has been explained 
above. But when the people understand that indirect charges 
on commodities inerea.se their price and thus form veritable 
taxes, it somt^times haj)jK‘ns that more opposition is shown to 
indirect than to dire(;t taxation. In such cases direct tax^ 
furnish the ordinary revenue, and it is only after a severe 
struggle that indirect tax(!s are introduced. 

This process can lie clearly traced in the history of medieval 
and modern revenue. In democratic communities, where the 
legi.slation is influenced by the ma.ss of the people, we commonly 
discern a tendency to oppose indirect taxes on consumption. 
In the early mediaival towns the democratic instincts were 
strong, because of the more equal dLstribution of property. 
We accordingly find that the revenue system was based largely 
on direct payments, and that the populace rebelled against 
indirect imposts. But on the continent, where aristocratic 
influences gradually became pow'crful enough to break down 
the conununal lilierfy and democracy, the mass of the people 
were ground down by taxes on the necessaries of life, while the 
wealthier or governing cl.os.ses practically escaped. When the 
democratic upheaval took place, as in the Italian towns, we 
find an attempt to reintroduce the old order of things and to 
reach the wealthy by a system of direct taxes. But with the 
downfall of the medieval democracy, the property and income 
taxes disappeared, while the octroi and municipal indirect taxes 
again came to the front. Only in England, wdiere the democratic 
instincts mamtained them.selves somewhat more strongly, and 
where the power of the aristocracy was held in check by a 
strong monarchy, do we find continued opposition to the general 
excises and to local taxes on the necessaries of life. It was with 
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the greatest diflSculty that the excise system was introduced. 
And the same feeling was awakened under similar conditions 
on the other side of the Atlantic, when Hamilton imtiated his 
system of indirect taxation or internal revenue in the federal 
&cal system of the United States. “The time will come,” 
said one of the members of Congress in 1790, “when the poor 
man will not be al)lc to wash his shirt without paying a tax.” 
With the advent of the modern democratic state, we notice the 
same tendency. Indirect taxes, says Lassalle, are taxes on 
labor. Hence the efforts of modem democracy in England, 
in Switzerland and in America to confine indirect taxes on 
consumption and exchange within the narrowest limits. 

On the other hand, there is a counter-tendency which has 
frequently been overlooked. Curious as it may .seem, indirect 
taxes were advocated in the later middle ages ;is the means of 
introducing not ineciuality, but cciuality, of taxation. This 
was owing to the fact that the |)rivilcged chusses on the con¬ 
tinent had succeeded in securing virtual immunity from taxa¬ 
tion. The nobles were largely exempted from the land tax, 
while the clergy and the wealthier citizens in general were able 
to a large degree to purchase freedom from the tax burdens. 
What was more natural than that the statesmen and tia re¬ 
formers should attempt to make them jiay something through 
taxes on their expenditure, which they couUl not well escape? 
Their plan, it is true, no longer took the shape simply of taxes 
on the neces-saries of life; it was now expamled into the single 
tax on all expense which would reach the rich as well a.s the poor. 
This was the idea of Colbert; and it has been the idea from the 
time of Hobbes and Petty of all enthusiasts for indirect taxa¬ 
tion in England, and of many writers in Germany, in France 
and in Italy. To-day wc are clamoring for the abolition of in¬ 
direct taxation; formerly the reformers clamored for a single 
universal indirect tax. The (explanation, as we see, is simple. 

But this does not yet amswer the question why excise taxes 
were actually iutrodu(eed into England, as elsewhere, in the 
seventfienth century. The fact is that tax reformers cannot 
do much gowl if economic conditions are not ripe for their pro¬ 
posals. It must Ire confes.sed that according to the experience 
of history most reforms, in finance at least, are due to selfish 
reasons; they are the necessary outcome of changes in economic 
relations and of the efforts of each class, whether it be the small 
or the large class, to gain some advantitge for itself. The classic 
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home of the excise tax or indirect tax on business and trade 
is Holland. It is well known that Holland, during the sixteenth 
and seventeenth centurie.s, hiid become the leading financial 
and trading nation of Europe. In the other countries wealth 
was still centered in the landed interests, and the whole system 
of taxation was largely dominated by feudal aristocratic ideas. 
The direct taxes were land taxes, becau.se wealth consisted 
chiefly of land; but the landed proprietors sought to escape the 
burden by as,sessing real property as low iw possible and by put¬ 
ting taxes on the necessaries of life of the poorer classes. In 
Holland, on the other hand, wealth was now largely centered 
in the moneyed interest. The great traders and merchants did 
not relish any din^ct taxation of trading capital, and therefore 
devised a system of indirect taxation of business which would, 
as they thought and hoped, be shifted to the community in 
general, and to the poorer clas.ses in particular. Thus developed 
the stamp taxes, the excise taxes, and the whole host of indirect 
taxes for which Holland was noted. 

The seventeenth centurj' marks the rise of the trading class 
in England; “the glorious revolution” was a revolution not so 
much of the people as of what the Socialists love to call the 
“bourgeois.” Puritanism and commercialism went hand in 
hand,' and the downfall of the Stuarts not only put an end to 
feudalism, but weakened the fiscal ascendency of the land- 
oYjrner—an ascendency to which another serious blow was given 
by the alwlition of the Com Laws, and whose final overthrow in 
England, as elsewhere, is fast approaching. The indirect taxes 
of the seventeenth century were thus the outgrowth of the effort 
on the part of the commercial classes to escape the burdens 
which the landowners were desirous of placing on them. The 
selfish designs of the capitalists and the unselfish idea.s of the 
tax reformers went hand in hand to widen the scope of indirect 
taxes. And as the trading cla.ss developed in the other TOUn- 
trics, the system of excise spread with it.^ It was not until the 

* This aspect of Puritanism has more recently been studied in detail by 
Professor Max Weber in a scries of suggestive articles “ Die protestantische 
Ethik und dcr ' Geist ’ dcs Kapitalismus ” in the Archiv fir SodalwUsen’ 
ichaft und SoxialpolUik, vols. xx and xxi (19a5). ,. j. 

« A word may be said, in passing, about our present attitude toward indi¬ 
rect taxes. There is a prodigious amount of cant on this topic. Many 
thinkers are apt to make common cause with the socialists and the single- 
taxers in demanding the complete abolition of the so-called indirMt taxes. 
This is a mistake. There is notliing inherently bad about an indirect tax. 
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democratic movement of the nineteenth century, when the sys¬ 
tem of excises was recognized as a burden on tiie poorer classes, 
that the number of commodities subject to excise was gradually 
reduced. 

in. The Forms of Direct Taxation 

We have seen the economic relations which condition the 
interworking of direct and indirect taxation. Let us now en¬ 
deavor to learn how these economic conditions affect the 
growth of direcftaxation itself. 

In primitive socic^ty, there is a certain rough equality in the 
personal status and the personal abilities of the individual. 
Hence the idea of the poll or ca)>itation tax, which is the first 
rude manifestation of the equities of taxation. The members 
of a club to-day ])ay equal diu's, because their interests are 
supposed to be e(|ual. (tlub life does not eov('r the whole of 
human activity, but only a very small portion of it. So, in the 
same way, as long as economic conditions are primitive, the 
social obligations of the members of the clan or the state are 
conceived to be ecpial. But as the social conscience develops, 
more stress is laid on other elements of ability to pay than on 
mere number. Not only do men dilTcr in strength, in mental 
vigor and in opportunities, but inc(|uality of [xwsessions grows 
greater. And with differences in proi)erty, the old feeling of 
equal obligation weakens. The poll tax becomes unjust and 
is gradually al)olished. A certain pha.se of this primitive feeling 
sometimes persists for .a long tinu*, especially in democracies 
where political equality is still based on tla' fiction, of economic 
equality. We fiml |k> 11 taxes tus .adjuncts to other taxes long 
after the justification of a single i«)ll tax has disappeared. But 
it has now a.ssumed a iKjlitical signific.ance, as in Switzerland, 
and in some of the American commonwealths, where its pay¬ 
ment is made a condition of the suffrage. Even this tends 
to become a farce to the extent that the payment of the tax is 

nor u there anything inherently good iilxiut a direct ta.\. It depends en¬ 
tirely upon what kind of din'd or indin-ct ta.'c it. i.s. A dmd tax on the 
laborer is not necessarily gmxl bccau.'S) it is (iirect; an indired tax on the 
juxury of the rich Ls not necessarily bad because it is indirect. It happens, 
indeed, that most of the indirect taxes of the past have been devised by 
the powerful in onler that their burden might fall on the weak; but it is by 
no means impossible to frame a system of taxes on consumption which will 
supplement other taxes and do substantial justice to all. The elaboration 
of this point must be reserved for another place. 
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assumed by the political parties. The economic basis of the 
poll tax has entirely vanished and it tends to be replaced by the 
property tax. 

The first property taxes are entirely in harmony with the 
facts of early industrial life. It i.s a matter of common knowl¬ 
edge that the early period of almost every civilization is 
marked by two chief facts, the preiwnderance of agriculture 
and the existence of slavery. As llodbertus levs pointed out,' 
this leads to a fundamental distinction between ancient and 
modem economic theories. In modem civilization we have 
not only a quantitative division in wealth, but also a qualitative 
difference. That is, not only are there rich and poor, but there 
are landowners, capitalists, employers and lalwrers. In early civ¬ 
ilization there was a quantitative but no qualitative distinction 
in wealth. Property consisted chiefly of land and the land- 
OTOer’s household, including slaves and Insists of burden. There 
was no important capital -or at all events, no industrial capi¬ 
tal—apart from this landed pro))erfy, and hence there were 
no distinct shares in distribution. But Kodbertus errs in 
predicating of Greece in general and designating by the Greek 
name an economic system which is characteristic of all early 
civilizations. It was as true of th(^ slave-holding states in the 
American Union, and of the media'val manorial system, as it 
was of the early llelh'nic rtvilization. Wherever we find only 
agriculture and slavery, there W'c have this inseparable mass 
of collective proiierty, not yet split up into its constituent parts. 

The importance of this for finance ''as here: since we have 
only this general collective property, and since this property 
consists practically of land and the means to till the land, the 
direct property tax must take the shape either of the land tax 
or of the tax on the cattle or slaves or implements used in 
agriculture. These are practically tantamount to each other. 
For the produce of two given portions of land will vary about 
in proportion to the value of the land, together with the amount 
of slaves and cattle necessary to till it. Everywhere at first, 
therefore, the direct property tax is found to be either the land 
tax or the tax on agricultural capital.’ It is the only practi- 

* “Unteisuchungen auf dom Gebietc der Nationalbkonomie de« klas- 
sischen Alterthums,” in Hildebrand's JahrbUchcr far NalionaUikotumie und 
StaiiMik, iv., p. 343 c( sej. 

>In some of the early medteval tax Byatema, these were apecifically 
termed cattle and land taxes. So the Vieh-und Klaueneleuer in Germany. 
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cable and the only just form of taxation at this early period. 

It is, however, important to notice that the property which 
is now taxed is not .so much property in land as property in the 
produce of land. Whether we have tlie primitive village com¬ 
munity or only the system of common cultivation, the earliest 
private propi^rty consists of the produce of tlie soil. The first 
attempt, therefort:, to take a<u;ount of the gradations in the 
tax-paying ability of the individual is seen in the tax on gross 
produce—the tithe or any other portion of the produce, or 
on mere quantity of the land irrespc<'tive of value. Since land 
itself is not private property, since land is not bought or sold, 
the faculty of the taxpay('r can bo measured not by the value of 
the land, but by the value of its produce', which is in some 
proportion to tlue ((uantity of the land. Morrover, in early 
agriculture, where tilling is extensive! and where expenses of 
cultivation vary but little', the teix on gross produce is a fairly 
accurate te.st of ability to pay. 

With the aelviine'e in peipulatiejn anel the necessity of more 
intensive agricedturid methoels, eiwing to the eleceiy of the primi¬ 
tive cermmunal systean anel the* greiwth of private property in 
land, it beceenu's possilele to me'asure the preeelueetivity of land 
in terms e>f propeerty. Thus the' hinel taxes of this newer stage 
of culture are property teixes, eve'ii theiugh the value of the 
property is fixed .seemetinu's ae'ceereliug to sedling value, some¬ 
times according to arbitniry e'stimatees of quedity. But where 
the survivals of primitive couelitions are stremg, the value is 
still measured in terms of yield or i)roiluee, either actual or 
computed. In the early middle ages, for inst.an(!e, land taxes 
were not based dirc'ctly on the selling value, l>ecause, although 
land was private proix'rty, it was not bought or sold. The 
lauds had rental value, but no selling value, and the tax was 
assessed not so much on the market value as on the produce of 
land. When the Ameri(!an colonies were founded, private 
property in land wivs well established and the land taxes there 
very soon became property taxes, although we not infrequently 
find examples of the taxation of gross produce rather than of 
property.^ With the progress of cultivation and the advance 
in population, the tax on gross produce is supplanted by the 
property tax on market value. 


‘ For details sec the article on “ Income Taxes in the .American Colonies ” 
Ptrfittcol Sri^e Qimrteriy, voi. x. (1H!).5), pp. ' 233 , 234. This is reprinted in 
Beligman, The Incttme Tax, 1911, part ii, chap. i. 
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But now comes a change in the forms of economic life—a 
change that inevitably produces an effect on the public con¬ 
science and on the accepted ideas of justice. In the first place, 
with increasing prosperity we find a gradual increase in the 
simpler kinds of personal property. Tlie landowner’s family 
gradually accumulates money, clothing, and luxuries. If the 
general property tax is still to continue a fair evidence of in¬ 
dividual ability to pay, personal proi)erty must be taken up inb, 
the assessment lists. And this, in fact, everywhere occurs. 
Not only the real e.state, but also the growing ])ersonal estate, 
is now regarded. At first this personalty will consist of tangible, 
visible objects not easily concealed, and constituting a fair 
index of the citizen’s i)rosperity. The existence of this scanty 
stock of personalty will, however, still be in harmony with 
the early economic system. It is still the landowner who owns 
the personal property, and it is fitting that there should still be 
only the general i)roperty tax. The economic system has not yet 
materially altered. 

The next change, however, inaugurates a widely different 
stage. The ])rimitive family group or manorial system decayh. 
Slavery is gradually broken down by manumission or alwlition. 
The commercial instinct grows stronger, and trade is no longer 
limited to the interchange of superfluities between adjacent 
households. What Aristotle decries as the gainful pursuits 
become common occupations. (Capital develops and free 
laborers apficiir. The original undifferentiated mass of property 
splits up into separate i)arts. The landlord is no longer the 
property lord. Per.sonal property, in the shape l»th of pro¬ 
ductive capital and of unproductive wealth, increases at a con¬ 
tinually accelerating ratio. Fimilly, as in our modem indus¬ 
trial system, the movables outrank the immovables. Realty 
is completely overshadowed by personalty, in both extent and 
influence. 

Now begins the contest between the landed and the moneyed 
interest, tetween rent and profit. The landownera in medi- 
seval times, like the farmers in our own time, vainly attempt to 
expand the original property tax so as to include all these new 
forms of property. The capitalist and moneyed class either 
seek to shift the burden by devising the indirect tax of which 
we have spoken above, or they attempt to escape the burden 
entirely through evasion or through lax administration of the 
property tax. Where the differences in wealth become striking 
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and the lower classes are politically powerless, the landed propri¬ 
etors and the traders combine to throw the burden on the 
agricultural laliorers and the urban artisans, although they 
may still struggle between themselves as to the division of the 
remainder of the burden. Where aristocratic conditions prevail 
less strongly, as in America up to the present time, the laborer 
fares better, but the contest between the farmer and the city 
resident assumes a more acute form. The history of modem 
taxation is largely the history of these class antagonisms. 

IV. Changes in the Bads of Taxation 

In the meantime the test or standard of individual ability 
has itself undergone a change. With the growing differentiation 
of society, the productive powers of the various classes them¬ 
selves differ. Moreover, there are now many forms of earnings 
which are derived not from property, but from industry. And 
since it is difficult to capitalize industry, it is the product of the 
industry which now bccoine.s of imjwrtance. But there is a 
decided difference between tlii.s new system of taxes on product, 
and the original .system which preceded the first property tax. 
In the origina[systcm the tax was on gro.ss produce or on mere 
quantit^ot'laEi The hind tax was either the tithe or some 
mSImte part of the estimated produce. Novv the tax is on net 
produce . Allowance is made for exjienses of cultivation.^ Two 
pieces of land may yield the same amount, and yet the outlay 
in the one case may have been considerably more than the other. 
To take net, instead of gro.ss, jiroduct marks another step for¬ 
ward in the evolution of the idea of ability to pay. In a state 
of complete mobility of capital and labor, it perhaps makes no 
difference whether W'e take the market value or the net product 
of a piece of projicrty; for the selling price of property tends to 
equal the capitalized value of the revenue derived therefrom. 
But in actual life, where we often find limitations to this absolute 
mobility, there may be a divergence lietween the capitalized 
value of the produce and the actual value of the property. 
Thus we find almost everjwvhcre a movement to replace the 
property tax by a system of taxes on net product—on the 
product of land, of capital, of business, of lator, etc. This was 
the stage reached in Europe toward the end of the eighteenth 
and the beginning of the nineteenth century. 

Relatively good as this system was, it was soon seen not to 
be entirely satisfactory. It failed to respond to modem eco- 
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nomic conditions. It looked at the produce of the source of 
industry, rather than at the recipient of tlie earnings; it was a 
tax on things, rather than on persons; it abstracted from the 
personal situation of the taxpayer; it made no allowance for 
indebtedness. Just as the tax on gross produce was defective 
because it paid no attention to expenses of cultivation, so the 
tax on net produce, while in itself an improvement, was never¬ 
theless faulty because it paid no attention to what may be 
called the personal expenses of cultivation, i.c. the interest on 
indebtedness. 

Thus it is that in recent decades the tendency has arisen to 
substitute personal taxes for the older real taxes, and to assess 
the individual rather than the thing; or, stating it in simpler 
language, to put revenue or income in the place of proceeds or 
earnings as the test of taxation. Just iis a man’s ability to 
support hioLself or his family is seen in his income or revenue, 
so, in the same way, it is recognized that the test of a man’s 
ability to support the state is to be found in this same income 
or revenue. From the modern iwint of view, it is the duty of 
the citizen to support the government according to his capacity 
to support himself. Income or revenue mtiy not, indeed, be on 
ideal test; ‘ for there is no absolute test which can exactly gauge 
all the varying personal circumstances of each individual. 
But it is the best workable test that govcniments can secure, 
and it is in harmony with the test imposed on the individual 
by the force of social opinion in regard to his duty to his own 
family. For this reason modern states are everywhere changing 
their revenue systems, so that the taxes shall correspond, as 
nearly as possible, to the revenues of the citizens. But pre¬ 
cisely because the income tax is a personal rather than an im¬ 
personal tax or a tax on things, it involves arlrainistrative difficul¬ 
ties and presupposes an advanced stage, of social morality and 
political probity. Where this .stage has not yet been reached, it 
may be tetter to contmue the system of taxes on product which 
form a very rough approximation to the revenue of the tax¬ 
payer, than to attempt a system of income taxes which strive to 
reach the revenue more closely. Furthermore, as we shall see in 
a subsequent chapter, there are certain considerations which 
militate against the exclusive adoption of individual faulty as 
the all-controlling norm of taxation. But whatever may be the 

•For some of the difiSculties connected with the theory of the income 
tax see Seligman, Tht Income Tax, 1911, Introduction, J 4, ei seq. 
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momentary demand of cxpedicney, or the influence of counter¬ 
vailing considerationH, tlie line of development is evident, and 
the ultimate result must necessarily harmonize with the facta 
of economic and social relations. 

Let U8 test the theory of development as laid down in the 
above pages by a reference to the history of taxation in America. 
It is well known that the primitive revenues of the colonies were 
compased largely of voluntary payments, of subsidies or allow¬ 
ances from abroad, of (luit-rents, and of occasional fees and 
fines of early justice. But it has usually been overlooked that 
when the voluntary offerings turned into compulsory contribu¬ 
tions, the tax sy.stems in the various colonies were quite different. 

The New England colonies were democratic communities 
where almost every one owned some land, and where the dis¬ 
tribution of i>roperty was fairly equal. We therefore find as 
a characteristic mark of New England, in addition to the primi¬ 
tive poll tax, the tax on the gross produce of land either actual 
or computed according to the (piantity or quality of the land. 
This slowly grew into a real property tax, which soon expanded 
into what was nominally a general property tax. And this itself 
was supplemented by a tax on town arti.sans and others who 
subsisted on the ))roduc(? not of their property, but of their 
exertions. To the property tax was now added the “faculty ” 
tax.' 

In the Southern colonies, which were aristocratic in their 
economic substratum, the land tax played an insignificant r61e, 
because the large Landowners naturally objected to bearing the 
burdens. After the introduction of slavery it became difficult to 
retain even the poll tax, which when laid on slaves is practically 
a property tax on the slave owner. Hence we see a system of 
indirect taxes, mainly on exix)rts and imports, falling with 
special weight on the iX)orer consumers. 

I'inally, in the middle colonies, above all in New Netherlands, 
the conditions were neither democratic nor aristocratic. There 
was no such approach to equal distribution of wealth as in New 
England, and no such preponderance of the landed interest as in 
Virginia. We find the dominance of the moneyed interest or of 
the trading classes, who brought with them Dutch instincts 
and Dutch methods. Actwdingly, there was no system of poll 
and property taxes as in New England, and no system of in- 

> For details as to the American "faculty ” taxes, see Seligman, The Itk" 
come Tax, 2d ed., 1914, pp. 367 et aeq. 
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direct taxes on exports and imports as in Virginia. The funda¬ 
mental characteristic of tliis system was the introduction of the 
excise system or indirect taxation of trade, which was borrow’ed 
from Holland, just as we find the exci.se system introducerl from 
Holland into Elngland and the other European countries during 
the seventeenth century. Each seidion, therefore, had a fiscal 
system more or less in harmony with its economic conditions. 
It was not until these conditiorus changed during the eighteenth 
century that the fiscal systems Iregan somewhat to ajjproach 
each other; and it w'as not until much later that we find through¬ 
out the country a general property tax ba.sed not on the produce, 
but on the market value, of the property. 

The same divergence of economic conditions explains what 
is to-day the most marked distinction in the United States 
between the fiscal systems of the North, the South and the West. 
In the Southern st.ates up to the civil war, the interests of the 
large landed proprietors were .still dominant. Under the federal 
constitution, it was impossible for them to levy import or ex¬ 
port duties. For a time, therefore, land, as the only source of 
wealth, had to defray tin; public charges. In fhe absence of in¬ 
dustrial centnw, there was little opportunity for taxation of 
personal proi)erty. As the need of increased revenues was felt, 
the landed interests attempted to secure this revenue from the 
few ordinary occupations carried on outside of the farms and 
estates. In other words, the license or privilege system was 
established, which levied a fixed charge on well-nigh every 
occupation. It was not until after the middle of the century 
that the general property tax was introduced; but even to-day 
the license or privilege taxes yield a large share of the public 
revenue. 

In the Northern states, on the other hand, where the business 
interests were more powerful, the license or privilege system never 
attained such a firm foothold. But with the breakdown of the 
general property tax, the attempt of the general public to secure 
a taxation of the moneyed interests has taken the form of taxar 
tion of corporations and of capital. There are plainly visible 
the beginnings of a system of taxation of net product. Finally, 
in the Western states, where the economic conditions are as 
yet more primitive, there have l)een only sporadic attempts to 
alter the general property tax, which there is still to a great ex¬ 
tent a tax on real estate. But with the gradual unification of 
economic conditions, which is slowly taking place throughout 
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the entire country, we may expect that the systems of taxation 
will become more nearly uniform, until the results of modem 
industrial and democratic development will finally appear here, 
as they are appearing in other parts of the world. The recent 
attempt to introduce a federal income tax, however defective 
the measure may have 1 icon, is a significant evidence of the trend. 
That this attempt will ultimately be followed by others, not 
necessarily precisely similar, but yet indicative of the same 
general movement, is by no means improbable. 

From the alwve survey one fact stands out prominently. 
Amid the clashing of divergtmt interests, and the endeavor of 
each social class to roll off the burden of taxation on .some other 
class, wc discern the slow and laborious growth of standards of 
justice in taxation, and the attempt on the part of the commu¬ 
nity as a whole to realize this justice. The history of finance, 
in other words, shows from one point of view, at least, the evolu¬ 
tion of the principle of faculty or ability in taxation—the prin¬ 
ciple that each individual should la; held to help the state in 
proportion to his ability to help himsc'lf. In the earliest indirect 
payments there was no idea of (xpaty, but only of force. But 
with the advance of civilization and social ethics, we reach the 
first stage of rude (Hiuality in the poll tax. Step by step the 
revenue system advanced to succe.s.sivcly higher planes. Ex¬ 
penditure, property, product—each of these in turn was con¬ 
sidered the test of individual capacity and obligation toward 
the state; until finally in modern times revenue or income has 
come to be regarded as the most equitable and the most practica¬ 
ble measure of individual and social facrulty. To arrange a 
system of taxation a Large part of which at least shall, on the 
whole, correspond as closely as po.s8ible to the net revenues of 
individuals, and which shall take into account the variations 
in tax-jmying ability, has thus become a demand of modem 
civilization. But unless this system is in harmony with the 
external structure and the internal conditions of modem eco¬ 
nomic life, it is foredoomed to failure. If the history of taxation 
teaches any one lesson, it is that all social and moral advance 
is the result of a slow process and that while fiscal systems are 
continually modified by the working out of ethical ideals, these 
ideals themselves depend for their realization upon the economic 
forces which are continually transforming the face of human 
society. 
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THE GENERAL PROPERTY TAX 

There is perhaps no ain(?le feature of our modern tax system 
that is commonly thought to t)e more thoroughly American 
than the general projwrty tax. The proportional taxation of 
all property is held to l)e the result of an instinctive feeling 
original to and thoroughly ingrained in the minds of the Ameri¬ 
can people. And yet it may be .said that few institutions have 
evoked of late more angry protests and mor<^ earnest dissatis¬ 
faction than this very tax. The reason is plain. As long as 
prosperity was general and the ptiblic expenses were small, 
taxation wiis light and its burden was scarcely felt. But during 
the last few decades, with the complicated demands of modem 
civilization, public expenditures, lx)th local and national, have 
inerea.sed to such an extent as to exert a sensible pressure on the 
population. The problems of public revenue have been pushed 
to the front. The expressions of discontent with various phases 
of the financial system have tecome numerous and loud. But 
for the most part the discussion has been superficial and the 
conclusions reached have Iteen inadequate. 

The opponents of the general proiterty tax have confined 
themselves to a portrayal of its jtractical shortcomings. No 
one has hitherto attempted to give the deeper reasons why 
the property tax is unsuited to the present generation, or to 
discuss the subject in its wider relations to the science of finance. 
It is proposed in this chapter to show that the property tax 
is by no means original to America, but that it has gone through 
precisely the same evolution in many other places. It is further 
proposed to prove that the property tax is as destitute of theoret¬ 
ical justification as it is defective in its practical application. 
And it is proposed, finally, in subsequent chapters, to discuss 
the reforms of our direct taxation—some of them partly com¬ 
pleted, some projected, and some hitherto neglected. 

I. Pradical Defects 

The defects of the general property tax may be treated under 
five heads.* 

I In a monograph by the present writer entitled Finance Staiutice of th* 
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1. Lack of uniformity, or inequality of assessment. The 
property tax with us is an apportioned, not a percentage tax. 
According to the latter method, the tax would be levied on the 
individual by meuas of a fixed percentage of all property. 
According to the actual method, the total amount to be raised 
by the state is first ascertained and is then apportioned to the 
various subdivisions according to tlie appraised valuation in 
each. The final rate of taxation throughout a state is ob¬ 
tained by adding t he lo(ad tax to the state tax. The rate of 
taxation ought therefore to vary only with the local needs, 
and would indeed so vary if property wcrc^ everywhere a.ssessed 
uniformly. As an actual fact, however, this is far from being 
the ca.se. In mo.st of the commonwealths the tax laws provide 
for the aasessment of ))roperty at its “fair cash value.” And in 
all the states it is expected that the valuation sliall everywhere 
be made at a uniform rate. Yet it is a notorious fact that in 
scarcely any two contiguous counties is the property—even the 
real estate—appraised in the .same manner or at the same rate. 
In regard to the manner, it fre(|uently happens that corporation 
property, c.g. the roadbed of a railway, is a.s.scssed in one county 
at an immense sum per mile and is treated in the adjacent 
county like a piece of grazing land.* In regard to the rate, 
the assessors follow the practice sanctioned by local usage, or 
decide by mere caprice. The official reports abound with com- 

Americnn Oommonweall/is (Ptiblicalions of the American Statistical Asso¬ 
ciation, Deo. 18SU) may bo found a liirKo number of citations from the com¬ 
monwealth Bnancial roimrts for the precrslinn year. The reader is referred 
to that publication for the verification of statements for which no special 
authority is adduced in these pages. 8ee esireeially pp. 401-417. Many 
facts and figures may also be found in Ely, Taxation in American Statca 
and Cilim, 1887. See also, for some striking statistics, T. G. Shearman, 
Taxation of Personal Property, impracticaUc, unequal and unjust, 1895. 

For the two decades that have elapsed since this chapter was originally 
written, facts in abundains! testifying to the dcfi'cts of the general property 
tax will be found in most of the official state reports on taxation, chap. 
XX, below. Cf also the valuable articles and addresses in the (thirteen) 
Proceedings of the Conferences on Taxation utrder the Auspices of The Na¬ 
tional Tax Association, 1907-1920 (Columbus, 1908. New York, 1921). 
See especially the "Report of the Committt* on Causes of Failure of 
Gener^ Property Tax” in the Fourth Conference, Columbus, 1911, pp. 299- 
310. At the second conference the name was changiid to International 
Tax Association, but at the fifth conference the origin^ name was resumed. 

' In New York, for example, two adjoining counties made a difference of 
124,000 per mile in assessing the same railroad. Other counties varied 
$20,(X)0 per mile. Report of the State Assessors, 1879, p. 19. 
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plaints or open confessions that property is assessed all the 
way from par to one twenty-fifth of the actual value. In one 
county the property is listed at its full worth; in the next county 
the assessment does not exceed a tithe of its value.* That 
this is a glaring infraction of the fundamental rule of equality 
in taxation is apparent. As between counties it leads to under¬ 
valuations which give an entirely fallacious view of the public 
resources; as l)etween individuals it results m gross injustice. 
A tax rate of a given amount on one may be double, quintuple, 
or decuple the nominally e(iuivalent tax on another. The first 
constitutional injunction—that of uniformity of taxation— 
is flagrantly violated. Assessors are comixdlcd openly to dis¬ 
regard their oaths, or to incur certain defeat at the next elec¬ 
tion.* There is no pretence of complying with the law. 

An escape from these evils has been sought in the creation 
of state boards of equalization. A number of commonwealths ’ 
attempted to correct the undervaluation of ttu' county officials 
by giving a state board power to alter th(^ valuations (or in 
some cast's, as Nebraska, the rates) in the hope of securing 
uniformity. In a few states, like New York, Ohio, Tennessee, 
Utah and Wyoming, the ixiwer extendetl only to the ctiualiza- 
tion of real estate as.sessments. In some cases, the board might 
change the valuation of chisses of propt'rty separately, and in 
still fewer instances, like {'onnecticut,'Indiana, Maint^, New 
Hampshire and South t'arolina, the assessment of minor dis¬ 
tricts. But in most cases its function was confinerl to the equali¬ 
zation of county as,sessments, while county boards dealt with the 
assessments of local districts, and ordinarily also had power of 
review over the assessments of individuals.* In several cases, 

‘ Biennial Report of the Auditor, 1880, p. 4. In Illinout the range was 
from 100 to 5%. Rejxrrt of the Revenue Vommieeion of lUiruns, 1880, p. ii. 

• Report of the Aesessnrs of New York, 1880, p. 20. In one case an asses¬ 
sor asserted that it would be necessary U) swear the merchant. The latter 
answered: "If you swear me. I’ll vote against you next time.” IVesl Vir¬ 
ginia Tax Commission, Pretiminarg Re/iori, 1884, p. 13. 

’ Stale boards of equalization arc found almost from the beginning in 
the New England states, sproailing gradually to the Western and, after 
the Civil War, to the Southern states. By 1900 they were found in over 
twenty States, by 1912 in thirty two-states, and by 1921, if we include 
tax commissions with power of equalization, in over forty states. A sketch 
of the history will be found in H. L. Lutz, The State Tax Commission, 1918, 
pp. 19-33. Cf. S. T. Howe, “The Central Control of the Valuation trf Tax¬ 
able Subjects” in Readjustments in Taxation published by the American 
Academy qf Politieal and Social Science, 1915, pp. 112-130. 



22 


ESSAYS Ilf TAXATION 


county assessments, while county boards deal with the assess¬ 
ments of local districts, and ordinarily also have power of re¬ 
view over the assessments of individuals.* In several cases, 
while these may raise, they may not reduce, the aggregate as 
returned by the local as-sessors; in other cases their power ex¬ 
tends only to real estate; in still other cases they may raise or 
lower the asses.sm(!nt of separate classes of property as well. 

The efforts of both state and county boards, however, have 
been very imi)erfcctly succi'ssful. 'I'hc com|X)sition of the boards 
is such as to render any comprehensive scrutiny of the county 
returns almost impossible. Even were the lx)ards to be ideally 
constituted, the local jcvilousies and bickerings would still con¬ 
tinue to prevent any just distribution of tlie burdens.^ The 
officials themselves confess that such distribution cannot be 
secured under tla^ prescuit syst('m.'’ Hoards of equalization 
are thus at best mere makeshifts, -clumsy at tempts to accom¬ 
plish the imfsjssible. As it has Is'cn drastically put: “A people 
cannot prosp(!r whose officers cither work or tell lies. There 
is not an u.ssc.ssment roll now made out in this state that does 
not both tell and work lies.”* As long as this is true, boards 
of equalization are of little avail. 

2. Lack of xinirersality, or failure to reach personal property. 
This defect although the most flagrant, perhaps requires the 

■ County boards of equalization exist in most of the states, even when 
state boards are unknown. Thus in Delaware, Florida, Maryland, Missis¬ 
sippi; Nevada and Texas there wore in 11)12 county boards, but no state 
boards. On the other hand, in Connectieut, Maine, New Hampshire and 
West Virginia there were state boards but no county boards. Finally in 
Georgia, bouisiana, Massachusetts, Vermont and Virginia, there were 
neither state nor county boards. For details see the census report Tcaa- 
tim and Raxnite Syslems of State and Local (lovemmenle. .4 Digest of Con- 
stUutional and Statutory Frmieions relating to Taxation in the Different 
Stales in t'Jti. Washington, 1914. 

* “The strife between counties to retluee assessments has not eeased and 
in all probability will not, as long as asseasors an; elected, or selfishness be 
a passion in the human breast.” ffejwrt of the California State Board of 
Ejualuation, 1885 and 1886, p. 4. 

* “ No board of officials, however diligent or however conversant they 
may be with the subject, can make an equalization which to themselves will 
be absolutely satisfaetoiy.” Annual Report of State Assessors of New York, 
1887, p. ii. From ocean to ocean the same complaint is found. 

* M. I. Townsend, in Proceedings and Debates of the Constitutional Con¬ 
vention of New York, 1867-68, iii., p. 1945. Cf. the first Report of the (New 
York) Commissioners to revise the Laws far the Assessment and Colleetion 
of Taxes, 1871, p. 33. 



THE GENERAL PROPERTY TAX 


23 


least comment; for it is so patent that it has become a mere 
byword throughout the land. The e.scape of [jersonal property 
is noted almost from the beginning of the existence of the prop¬ 
erty tax in the American eolonies. Thus in Miissachusetts Bay 
as early as 1651 we find an interesting account of the difficulty 
experienced in ascertaining certain personalty, followed by a 
resolution to the effect tliat 

“ To the end that all publickc charges may 1 h’ aoriually Iwnc, and I hat 
some may not be casts! and others burdciUHl and it lieing found by 
experience that visible estates in land, corn, cattle are, according to 
order, wholly and fully taxed, but the estat<‘s of marcliants, in the hands 
of neilwurs, straungers, or their factors, ant not so obvious to view, 
but, uppon stmrch, littht of theirc estates diH! ap|X'are, iK’ingc of great 
valew, so that the law doth not reach them l)y that rule of taxing 
visible estates,—it is therefore ordered. . . . that all marchants, shop- 
keep.s and factors shall Ik; assessc'd by the rule of common estemation. 
according to the will and doomc of the assessors. . . . having regard 
to theire stocke and estate, be it psented to view or not.* ” 

This was evidently not of much use, for we soon after find an 
admonition to the officials to set- “ that ,so many estates, though 
more obscure and difficult to find out, may bear their due and 
just pportion with such estates a.s are more obvious and can¬ 
not be hid.”^ 

What was true in a certain mea.sure at this early date has 
become .still more true of recent years. Personal property no¬ 
where tears its just proportion of the burdens; and it is pre¬ 
cisely in tho.se localities where its extent and importance are 
the greatest that its mssessment is the least. The taxation of 
personal property is in inverse ratio to its quantity; the more 
it increases, the less it pays. The reason is plain. So far as 
it is intangible, personal property (weapes the scrutiny of the 
most vigilant assessor; so far as it is tangible, it is purposely 
exempted in its chief form, as stock in tratie, in our com¬ 
mercial centres. In the mad race for wealth it is considered 
dangerous for the local assessors in large cities to list the mer¬ 
chant’s capital, with the possible result of driving it away to 
localities more favored by their financial officers. It is scarcely 
necessary to give figures to substantiate these statements; but 

' Records of the Governor and Company of MassachuseUs in New England, 
edited by N. B. Shurtleff, Boeton, IS.'Kt, vol. iii., p. 221, 

' Ibid., vol. iii., p. 426. 
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county assessments, while county boards deal with the assess¬ 
ments of local districts, and ordinarily also have power of re¬ 
view over the assessments of individuals.* In several cases, 
while these may raise, they may not reduce, the aggregate as 
returned by the local as-sessors; in other cases their power ex¬ 
tends only to real estate; in still other cases they may raise or 
lower the asses.sm(!nt of separate classes of property as well. 

The efforts of both state and county boards, however, have 
been very imi)erfcctly succi'ssful. 'I'hc com|X)sition of the boards 
is such as to render any comprehensive scrutiny of the county 
returns almost impossible. Even were the lx)ards to be ideally 
constituted, the local jcvilousies and bickerings would still con¬ 
tinue to prevent any just distribution of tlie burdens.^ The 
officials themselves confess that such distribution cannot be 
secured under tla^ prescuit syst('m.'’ Hoards of equalization 
are thus at best mere makeshifts, -clumsy at tempts to accom¬ 
plish the imfsjssible. As it has Is'cn drastically put: “A people 
cannot prosp(!r whose officers cither work or tell lies. There 
is not an u.ssc.ssment roll now made out in this state that does 
not both tell and work lies.”* As long as this is true, boards 
of equalization are of little avail. 

2. Lack of xinirersality, or failure to reach personal property. 
This defect although the most flagrant, perhaps requires the 

■ County boards of equalization exist in most of the states, even when 
state boards are unknown. Thus in Delaware, Florida, Maryland, Missis¬ 
sippi; Nevada and Texas there wore in 11)12 county boards, but no state 
boards. On the other hand, in Connectieut, Maine, New Hampshire and 
West Virginia there were state boards but no county boards. Finally in 
Georgia, bouisiana, Massachusetts, Vermont and Virginia, there were 
neither state nor county boards. For details see the census report Tcaa- 
tim and Raxnite Syslems of State and Local (lovemmenle. .4 Digest of Con- 
stUutional and Statutory Frmieions relating to Taxation in the Different 
Stales in t'Jti. Washington, 1914. 

* “The strife between counties to retluee assessments has not eeased and 
in all probability will not, as long as asseasors an; elected, or selfishness be 
a passion in the human breast.” ffejwrt of the California State Board of 
Ejualuation, 1885 and 1886, p. 4. 

* “ No board of officials, however diligent or however conversant they 
may be with the subject, can make an equalization which to themselves will 
be absolutely satisfaetoiy.” Annual Report of State Assessors of New York, 
1887, p. ii. From ocean to ocean the same complaint is found. 

* M. I. Townsend, in Proceedings and Debates of the Constitutional Con¬ 
vention of New York, 1867-68, iii., p. 1945. Cf. the first Report of the (New 
York) Commissioners to revise the Laws far the Assessment and Colleetion 
of Taxes, 1871, p. 33. 
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township the real estate was assessed at 8272,232, the personal 
property at $591; in another the figures were $2,274,900 and 
$47,150 respectively. Perhaps the most remarkable figures are 
found in the large cities. In Cincinnati the valuation in 1866 
was: realty, $66,454,602; personalty, $67,218,101. In 1892 the 
realty had increased to $144,208,810; the personalty had de¬ 
creased to $44,735,070. In Monroe t’ounty. New York, in which 
the city of Rochester is siluattnl, the realty was assessed in 1892 
at $132,202,478; the |)ersonalty at $8,408,803. Finally, in the 
city of Brooklyn in 1893 real estate was assessed at $486,497,186, 
while personalty was valued at $19,123,170. Personal property, 
in other words, paid a little more than three per cent of the whole 
tax on property. In 1895 the proportion fell still lower,-^to 
one and twenty-three hundre(lth« per cent. 

These striking figures become ridiculous when it is remem- 
Ixired that in our modern civilization the value of personal 
property far exceeds that of real estate, as understood by the 
taxing power. It is true that the legal distinction between 
real and personal property fluctuates in the various common- 
we.alths; but in the eyes of the asses.sora real estate generally 
includes only land and the fixtures thereto, all the other forms 
of wealth being regarded as personal property. In Massa¬ 
chusetts and a few other states it is indersl provided that 
mortgages of real estate shall bo rcgartled iind taxed as interests 
in real estate. But even if mortgages were counted as real 
e.state, and even if (as is nowhere done) other certificates of 
ownership in realty were also counted as real estate, it would 
still remain true th.at personal property constitutes the greater 
part of the national wealth. For personal property does not 
denote merely movable objects. It includes money, public ob¬ 
ligations and the vast mass of intangible property represented 
by securities of corporations, of which only a small portion 
are certificates of ownership in realty. Above all, personal 
property includes the entire and ever-increasing atmual prod¬ 
ucts of agriculture and industry—the gigantic mass of modem 
wealth devoted mainly to consumption, but existing as the 
stock in trade of individuals. Even in our western common¬ 
wealths, where the communities are still mainly agricultural, 
it is an acknowledged fact that the personalty exceeds the 
realty. The auditor of Washington tells us that, if a true valua¬ 
tion could be reached, it is “clear and incontestable that the 
wealth of the territory in personal property, for the purposes 
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of taxation, would largely predominate over that of real es¬ 
tate.” * A,nd if this is true of the far West, how much greater 
must be the relative proportion of personalty in the busy marts 
of the East.* Yet the more differentiated the industry and the 
more predominant the personalty, the less does the latter con¬ 
tribute; until in the foremo.st state of the Union realty pays 
more than nine-tenths and personalty less than one-tenth; 
while in its se(!ond largest city realty in 1893 paid ninety-nine 
hundredths and jxirsonalty only one hundredth of the tax. 
The later figures are even more striking. 

The taxation of personal property, therefore, is in inverse 
ratio to its quantity. The more it increases, the less it pays. 
The general property tax thus sins again.st tlie principle of 
universality of taxation even more than against the principle 
of uniformity. In the middle ages whole classes were exempt 
by express provision of the law; in our time and country whole 
classes are exempt l)y the inevitalde working of the law. It is 
the law which i.s (-qually at fault in both cases. 

3. Incentive to duhonedy. One of the worst features of the 
general proj^rty tax is that any attempt to enforce the taxation 
of i)ersonalty by more rigid methods results in evasion and 
deception. The property tax necessarily leads to dishonesty, 
and this for two reasons. In the first place, under our system, 
whole classes of personalty are exempt from state taxation. 
The most familiar examples are imiwrted merchandise in the 
original package; United States lx)nds, notes, checks and cer¬ 
tificates; property in Iramilu; goods produced in another state 
sent on commission; deposits in savings banka, etc. The tempta¬ 
tion for the taxpayer to convert his property temporarily into 
these classes is generally irresistible. Not only does the law 
hold out to individuals inducements to practise fraud, but it 
sustains them in its commis-sion. ' Secondly, wherever any pre- 

* Report of the. TerritorUil Auditor to the Legislative Assembly^ 1887, p. 
94. CjT. Biennial Report of the Awlitor of loim, 1881, p. 8, and that of the 
Comptroller of Idaho, 1887-88, p. 74, to the same effect. 

*C/. New York State Asseesore’ Report, 1880, and ComptroUer’e Report, 
1889, p. .83: “I am sure that the actual value of the peroonal property 
legally liable to taxation exceeds that of the real estate.” 

’ In People ex rel. Uyan, 88 N. Y. 142. the Court of Appeals held that the 
aaseasora were bound by a transaction which the court itself declared to be 
” a device to escape taxation.” In 1892, however, a law was passed in New 
York requiring applicants for reduction of assessment to make oath that 
they had not incurred debts for the purpose of avoiding taxation. 
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tence is made of enforcing the tax on personalty, and especially 
where the taxpayers are required to fill out under oath detailed 
blanks covering every item of their property, the inducements to 
perjury are increased so greatly as to make its practice universal. 
The honest taxpayer would willingly bear his fair share of the 
burden; but even he cannot concede his obligation to pay other 
men’s taxes. When an effort is made to introduce still more dras¬ 
tic methods by the employment of so-called “tax-inquisitors ' 
or “tax-ferrets,” as until formerly in Ohio and Iowa, and 
recently in Indiana, Kentucky and Oklahoma, the situation be¬ 
comes still worse. The only result of more rigid execution of 
the law is a more systematic and widespread system of decep¬ 
tion. Official documents tells us that “instead of being a tax 
upon personal property, it ha,s in effect become a tax upon 
ignorance and honesty. That is to ,say, its imposition is re¬ 
stricted to those who are not informed of the means of evasion, 
or, knowing the means, arc restricted by a nice sense of honor 
from resorting to them.” ^ I'he tax commission of New Hamp¬ 
shire declares that “the mi-rc failure to enforce the tax is of no 
importance, in itself considered, in comparison with the mischief 
wrought in the corrupting and demoralizing influences of such 
legislation.” “ The Illinois commission asserts that the system 
is “debauching to the cons(aence and subversive of the pub¬ 
lic morals—a school for perjury, promoted by law.” ’ The 
Connecticut commission maintains that the resulting “de¬ 
moralization of the public conscience is an evil of the greatest 
magnitude.” '' A later New York report states that “it puts a 
premium on perjury and a penalty on integrity.” ® The Ohio 
commission tells us that “it results in debauching the moral 
sense and is a school of perjury, imposing unjust burdens on the 
man who is scrupulously honest.” ® The Cleveland commission 
of 1895 says that “the existing system is productive of the 
gravest injustice; under its sanction, grievous wrongs are 
inflicted upon those least able to bear them; these laws are 
made the cover and excuse for the grossest oppression and 

' Report of the CommiesUmera of Taxes and Aeaessmenle in the Citp of 
New York, 1872, p. 9. 

* Report to the Legislaiure. By Hon. George Y. Sawyer, 1876, p. 16. 

* Report cf the Revenue CommUaian, 1886, p. 8. 

* Report of the Special Commission on Taxation, 1887, p. 27. Cf. the 
New Jersey Tax Commission Report, 1880, p. 11. 

* Report of Counsel to Revise the Tax Laws of New York, 1893, p. 12. 

* Report of the Tax Commission of Ohio, 1893, p. 22. 
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injustice; above all and beyond all, they produce in the com¬ 
munity a widespread demoralization; they induce perjury; 
they invite concealment. The present system is a school of 
evasion and dishonesty. The attempt to enforce these laws is 
utterly idle.” ‘ The West Virginia commission tells us that 
“the payment of the tax on personalty is almost as voluntary 
and is considered pretty much in the same light as donations to 
the neighborhood church or Sunday-school.” “ The New 
Jersey commission t('lls us that “it is now literally true that 
the only ones who pay honest taxes on personal property are 
the estates of decedents, widows and orplians, idiots and luna¬ 
tics.” ’ Every annual report of the stab; comptrollers and as¬ 
sessors complains bitterly that the assessment of personalty is 
nothing but an incentive to perjury.'* 

4. Regremvily. Taxes an; progressive when their increase 
is more than proportional to the increase of the property or in¬ 
come taxed, i.e. when the rate itself incn;ases with the increase 
of the property. Taxes are regressive when the rate increases 
ns the property or income decreases. Tin; general property tax 
in its practical effects is often regressive, since tin; tax on per¬ 
sonalty is levied virtually only on those who already stand on 
the as.ses.sor’s liook as liable to the tax on reidty. Those who 
own no real estate an; in most ca.ses not taxed at all; those who 
possess realty bear the taxes for both. The weight of taxation 
really rests on the farmer, l)eeau.se in tin; rural districts the a.s- 
sessors add the personalty, which is gener.ally visible and tan¬ 
gible, to the realty, and impose the tax on both. We hear a 
great deal about the decline of farming land. But one of its 
chief causes has been singularly overlook('d. It is the over¬ 
burdening of the agriculturist by the generid property tax. 
What is practically a real property tax in the remainder of the 
state becomes a general property tax in the rural regions. The 
farmer bears not only his share, but also that of the other classes 
of society. Thus official documents tell us that “the class of 
property that escapes taxation most is the class of property that 

‘ Report of the Special Committee on Taxation of the Cleveland Chamber 
of Commerce, 1895, p. 10. 

'Preliminary Report of the. Tax Commission, 1884, p. 10. 

• Report of the Commission to investigate the Suhiect of Taxation in the 
State of New Jersey. Trenton, 1897, p. 75. 

* Cf. fSe/wt of California Board of Equaliiation, 1885-86, p. 6. ^r simi¬ 
lar quotations from the reports of later tax commissions, see chaps, xix, xx 
of the earlier editions of this work. 
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pays the largest dividends.” ‘ And in general it may be said, 
with our state auditors, that “the property of the small owner, 
as a rule, is valued by a far higher standard than that of his 
wealthy neighbor.” - Or, as it is put by others; “In every por¬ 
tion of the state we find the most unproductive property, and 
that of the lowest real value, assessed at the highest ratio. The 
rule holds good that those who have to battle hardest with life 
for subsistence, are compelled to pay the most onerous taxes 
on the real value of their property.” ^ 

It is no wonder that in their desperation the small farmers 
should cry out for the equal enforcement of the laws taxing 
personalty; it is no w'ondcr that they should attempt to stem 
the current in ignorance of the impossibility of the task. They 
have forgotten Walpole’s saying, that it is safer to tax real 
than personal estate, because “landed gentlemen arc like the 
flocks upon their plains, who suffer themselves to be shorn with¬ 
out resistance; whereas the trading part of the nation resemble 
the boar, who will not suffer a bristle; to be pluckt from his 
back without making the whole parish to echo with his com¬ 
plaints.” ■* 

5. Double tnxntion. Double taxation, as we shall see later 
on, is of various kinds. Hut th(>re is one form which is par¬ 
ticularly applicable to the property tax, namely that of debt 
exemption. This is jicrhaps the greatest weakne.ss of the gen¬ 
eral property tax, and the one which has given rise to the most 
interminable discussion. 

On the one hand it is maintained that an offset should be made 
for all indebtwlness, wluither mortgage debts on real projjerty or 
general liabilities on personalty. Individuals should be taxed 
on what they own, not on what they owe. To tax both bor¬ 
rower and lender is double taxation. This is the view of the 
Connecticut commission,’’ and the practice of most of the states 
accords with it. On the other hand, t he majority of American 
investigators assert that deduction for indebtedness results prac¬ 
tically in such injustice and deception as to be utterly unendur¬ 
able. They therefore demand that there shall be no offset of 

* Biennial Report of the AwHlor of Iowa, 1880-81, p. 6. 

* Biennial Report of the Auditor of Kentucky, 1887, p. iv. 

* Report of the State Aeteesors of New York, 1873, p. 9. Cf. West Vir¬ 
ginia Tax Commission, Preliminary Report, 1884, p. 8; Report of the Comp¬ 
troller of Tennessee, 18^, p. 16. 

*Cf. Sinclair, History of the Public Revenue, vol. iii., appendix, p. 79. 

* Report of ihp Commimion of 1887, p. 26. 
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debts against property. This is the view o( the Massachusetts 
New Jersey commissions,' and the practice in some states 
like Pennsylvania, Georgia, Kentucky, Louisiana, Maryland and 
Missouri. 

Both these views arc correct. To tax both lender and bor¬ 
rower for the same property is plainly double taxation, and 
therefore unjust. The fallacy of the contrary opinion consists 
m looking at the property rather than at the owner. What the 
state desires to reach is primarily the individual. It taxes his 
property simply because it (.‘onsiders this a test of his ability to 
pay. But his ability is manifestly reduced pro tanlo by his debts. 
His true taxable property therefore consists in his surplus above 
indebtedness. Otherwise one would b(! taxed for what he has, 
and another for what he has not. As it has been well put, what 
we want to tax is ability, not liability. This is the view 
accepted by all European authorities. ^ The only American 
scientist who holds to the contrary opinion, Amasa Walker, does 
so in a half-heartwl way; for he bases his vi(!w on arbitrary data, 
confesses that much hardship will ensue, and finally concludes 
that the income-tax principh; is the only just one. ^ To tax 
both property and credits, both lender and borrower, is plainly 
incorrect in principle and imspiitable in practice. 

On the other hand, it is isiually true that (hsluction for debts 
IS thoroughly pernicious in its operation. It is the universal 
testimony that no ]K>rtion of the tax taws offers more tempta¬ 
tions to fraud and perjury than this system of offsets. The 
creation of lictitious debts is a paying investment. In the 
states where such deductions are ixirmitted, attempts to obtain 
immunity from ttixation in this way are widespread and gen¬ 
erally successful. And they are most sueeessful in the case of 
property which already bears loss than its share of the burdens. 
The great majority of officials cry out against debt-exemption as 
an utter abomination.'' 

Both methods are thus unendurable. Debt-e.\emption and 
no debt-exemption are equally bad. The states shift from one 


CommiWon \m, pp. 0,5-98; New Jersey Commimon, 
18W), p. 20; CommuHum of 1891, Prelimimry liffiort, p 10 
• Roscher, Pinamwmensekaft, p. 336; Wagner, FinamwUserrschafl, n., 

[)• 


• A. Walker, Science of Wealth (7th edition), ;J39. 

' Report of the Commieawners of Assessment and Taxation in Oregon, 
1886, p. 9. 
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policy to the other in equal despair. We are therefore forced 
to the conclusion that the whole system is unsound. The fault 
lies not in the exemption, but in the taxation, of property. The 
general property tax under either of these two inetliods produces 
crying injustice. As there is no third method possible, the in¬ 
ference is that the injustice is of the essence of the general 
property tax. Tlie New York commission, indeed, came to 
the conclusion that mortgage debts should be deducted froni 
realty, but that there should be no offset for deljt in the assess¬ 
ment of jxirsonalty.* This would lx? a legal discrimination 
wholly subversive of the first princijiks of justice. As a matter 
of fact, just the contrary principle jcrevails at present in New 
York and Connecticut; debts are there deductible only from 
personalty. There is no logical escape from one of the two 
methorls, debt-taxation or debt-exemption; and under either 
plan the gcaieral projeerty tax stands convicted by the test of 
experience. 

Under a system, indeed, where there is no general property 
tax, but simply a tax on real estate, the question of taxing 
mortgages assumes a different aspecct and must be decided in- 
deiiendently. As that problem is discussed elsewhere in this 
volume,'' it may be omitted here. But as scxui as we have 
the general property tax and exempt mortgage debts on real 
estate, the exem])tion must (consistently be accorded to all 
debts. And we are then immediately confronted by the di¬ 
lemma just discussed. 

If we sum up all these inherent defects, it will be no ex¬ 
aggeration to say that the general property tax in the United 
States is a dismal failure. No language can be stronger than 
that found in the reports of the officials charged with the duty 
of a.s,ses.sing and collecting the tax. Whole pages might be 
filled with such testimony from the various states. Only the 
following extracts from the New York reports are given, as 
samples; 

“ A more unequal, unjust and partial system for taxation could not 
well be devised,* 

• First Report, 1871, pp. 60-69, 71-79. Cf. the sharp criticism in the 
Massachusetts Tax Commissioners’ Report, 1875, p. 96. 

• /afro, chap. iv. 

• FirA Annual Report of the State Assessors, 1860, p. 12. 
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The defects of our system arc too glaring and operate too oppressively 
to be longer tolerated.' 

The burdens are so heavy and the inequalities so gross, as abnost to 
paralyze and dLsIicarten the people.’ 

The absolute ineffieieneyof the old ricketystatutes passed in a bygone 
generation [is patent to all).’ 

The hope of obtaining satisfactory results from the present broken, 
shattered, leaky laws is vain.* 

The system is a farcer, sham, humbug.* 

The presesnt result is a trav(sty upon our taxing .system, which aims 
to be equal and ju.st.‘ 

(The general juoperty tax is] a reproach to the state, an outrage 
upon the people, a disgrace to the civilization of the nineteenth century, 
and worthy oidy of an age of nuMital and moral darkness and degrada¬ 
tion, when the ‘only «iual rights were those of the ciiual robber.’ 

After such self-criticLsm nothing more need be said. In 
comparison with this, the view of tlie European scientists is 
moderate, that “a cruder instrumentnJity of taxation has 
rarely been devised.”" And yet, notwithstanding all this 
criticism, our methods limp along almost unchanged. 

II. History of the General Property Tax in Aniiqaity 
In the previous chapter wo have learned how direct taxation 
begins, and have seen that the primitive form is the land tax 
or tax on real estate. We also noticed the process by which 
the original mass of property is gradually broken uj), and per¬ 
sonal property slowly as.sumes a greater imiiortance in the 
wealth of the community. Let us study a little more in detail 
the subsequent history. 

The monarch, or public opinion as reflected in the govern¬ 
ment, seeks to conform the practice of tax.ation to this change 
in economic facts. The property tax continues, but the as¬ 
sessor tries to make the tax equable by including not only the 
realty, but also all these new forms of personalty, whether 
corporeal or incorporeal. The original land tax is supplemented 

'CompbriMer’s Report, Ig-TO. 

’Assessors’ Report, 1873, p. 3. 

• Assessors' Report, 1877, p. 5. 

• Report of Comminmners of Taxes and Assessments, 1876, p. 62. 

’ Assessors’ Report, 1879, p. 23. 

• Comptroller’s Report, 1889, p. 34. 

’ Assessors’ Report, 1879, p. 7. 

• Leroy-Beaulieu, Science des Finances iii., p. 498 : “Rarement 

dans la fiscalite moderne, on a invents d’instrument plus grossier.” ' 
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by other taxes, or expandetl into a general profMjrty tax. The 
attempt is intelligible and even laudable; for it is simply the 
manifestation of the ideas of equality and universality of tax¬ 
ation. Personal property must not escape; ergo, it must be 
included in the designation of general property and taxed 
'equally with the real projxirty. 

The attempt is laudable, but it is futile. Personalty will 
evade the most inquisitorial iussessor. Wherever tried, th<, 
general property tax again resolves itself into the real prop¬ 
erty tax. History shows us that this has always been the case. 
The more complex the industrial development, the more in¬ 
evitably does this process take place and the more surely does 
the general property tax virtually revert to its primitive form 
of real property tax. Not alone liLstory, but theory, shows us 
that this must be so. For the general property tax, as we have 
seen, originated with and is calculated for an economic system 
where the only property is the collective, indi\'iBible property, 
where the landowner and capitalist are one. There is one kind 
of property, and therefore one kind of property tax. But as 
soon as property is split up into different parts, ns soon as there 
are various kinds of property, just so soon does the single prop¬ 
erty tax become antiquated and useless. It is not only useless, 
but it is now absolutely inicjuitous. For the attempt to include 
under one head the gains flowing from widely different pur¬ 
suits—pursuits whose numljer and divergence are limited only 
by the well-nigh boundless variety of individual capacity—, 
this attempt to reduce the multiform to the uniform can end 
only in the virtual exemption of the new forms and a con¬ 
sequent overburdening of the old. What has been conceived 
in the spirit of justice develops into an cmlx)diment of injus¬ 
tice. What has been in its origin an attempt to attain equality 
results in gross inequality. 

Because of the evident impracticability of the general prop¬ 
erty tax, governments now begin to fit their theories of tax¬ 
ation to the economic facts. They abandon the attempt to 
make the new facts conform to the old theories. As various 
forms of personalty g^-adually set theinselves free from taxation, 
the state reas.serts the principle of equality. But it now recog¬ 
nizes the existing facts and abandons the fiction of the general 
collective proiierty. As property splits up into its various 
elements, new taxes are laid, one by one, not on the property 
but on the separate .sources of this new wealth. The old land 
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tax may bo retained, but other taxes are imposed in various 
forms. Tuxes on vocations, on professions, on trade, on com¬ 
merce, on pro/its, on intc/vst, on wages and salaries, follow in 
quick succession, until finally the theories and practice of taxa¬ 
tion are in harmony with aidual conditions. One by one these 
varioas .sources of wealth drop off from the antiquated general 
property tax only to receive a new life in these fresh forms. The 
feeling of equity in the public consciousness cannot be put down. 
What escapes under oiu^ form it ati erupts to reach under another. 
Fiscal theory cannot long lag bi'liind the facts of industrial life. 

Let us test the truth of these statemenis by an appeal to 
history. Let us traerr, in o(h(rr words, the actual development 
of the general property tax.' 

In antiquity direrrt taxation was treated as an extraordinary 
source of revenue. 'I’lar Athenian direct tax ((ta<iopd) was 
originally a land tax levied on gro.ss produce.^ By the time of 
Nausinicus (b.c. 378) it had lawomo a general property tax, 
imposed not alone on land and housrrs, but also on slaves, cattle, 
iumiture, and money. The claim that it had changed by this 
time into a progiwsivc inrronur tax is unfounded." The general 
property tax existed in many other' (Irei'k cities,'* but so far as 
we can learn from the scarrty sources, intangible personalty 
gradually slip(>cd out of the a.s.se.ssmcnt list." 

* The only f^eneral attompt thus far iniulc to discuss this subject is that of 
Parieu, ifistoire (Uw impdta gfnhuux nur la pmpricle d le revenu (1856). 
While interesting, it is inexact, iuiultMpiiite, unclear and antiquated. 

^Boeckh, Public Economy of the AthenianH, hook iv, chap. 5. J. Beloch, 
“Des Volksvf'rmogen in Att ika,” in Hermes, vol. 20 (1885), pp. 245-6, main> 
tains that it was a tax on (iroducc, and most probably on gross produce. 
It was paid in kind until 428-7. For details Seligmaii, Progressive Torn- 
twn^ 2d i*d. (1908), pp. 

•This is claimed by Kodliertus, in llildelmmd’s./aAr5ilc/icr, viii., p. 453 
et aeq. For the other view h(‘c the eoinplieati'd interpretation of Boeckh 
(p. 669 of the American edition). Heloch contends that it was still a prop¬ 
erty tax at this time, and that the taxpayers wore put into associations 
or groups {vvfifMplai) for the pun’osM" of a more adequate assessment of 
pereonal property. Stni the article qnoU*d in (he last note but one, and also 
“DasattischeTimeina,” in Hirmes, vol. 22 (1887), [>. 371. Beloch’s views 
are accepted by Ed. Meyer, Geschichte ties AUertams, vol. ii. (1893), p. 4(^, 
note, and Kkina Schriflai zur OeschieJitsthcone loui zur mrtksckaftlichen 
und politischen Geschichte ties Allcriums (1910). p. 180. Cf. P. Guiraud, La 
prop^ti fcmci^re en (}rm! jusqu'd la cmqu^tc romaine (1893), livre III, ch. 
vili, pp. 518-546; and Franeotte, Les fimnces ties citis grecques (1909), p. 26. 

* Guiraud, op. cU., j). 540. 

* Ibidemt p. 544. 
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In Rome the direct tax {tribvlum dvium), which was some¬ 
times even treated as a forced loan to be repaid out of the 
proceeds of conquest, was levied only to meet extraordinary 
expenses for which the proceeds of domains (the vectigalia) did 
not suffice. As Rome was at first an agricultural community, 
the real “quiritarian” property alone recognizetl by law con¬ 
sisted solely of land and the capital affixed to land, like houses, 
slaves and cattle. These were the res- maiwipL' But the prop¬ 
erty tax was assessed only on the land, on the assumption that 
every acre of land would require a definite quantity of this 
productive capital." The early Roman property tax was there¬ 
fore in effect a tax on riailty, analogous to the early elcr(j>opd,^ 
With the development of trade and industry in the later days 
of the republic, tlu; character of property underwent a change. 
The amount of jiersonalty increased. If the trihutum was to 
remain a general prop(;rty tax, it would be necessary to assess 
also these new forms of property. And, in truth, the attempt 
was made. Not only farming implements, but ships, carriages, 
money, garments, ornaments, etc., were listed.'' But it must be ' 
remembered that the only personalty assessed still consisted of 
visible, tangible objects, although the censors had practically 
unlimited power to take up any property into the tax-list 
{censtis). There is no evidence to prove that trading capital 
proper was at all taxed." And it is useless to speculate what 
might have been the result during the last period of the re¬ 
public; for further progress in this direction was checked by 
the fact that, with one isolated exception, the republic levied 
no direct property tax at all on the Roman citizens after 167 
B.c. Whether the tributum civium was again employed during 

> “ Mancipi res sunt praedia in Italico solo, tarn rustica, qualis est fundus, 
quam urbana, qualis domus; item jura praediorum rusticorum, velut via, 
iter, actus, aquaeductus; item sorvi et quadrupedea, quae dorso collove do- 
mantur, velut boves, muli, c<)ui, asini. Cclerac res nec mancipi aunt.” 
Uipian, 19, 1. Cf. Gaiu.s, i., p. 120; ii., pp. 

• Marquardt, Wimischc. Slaatmrtmllung (2d edition), ii., p. 166. 

’ Except that it was not a graduated tax, and was levied on the market 
value, not the produce. 

* Matthias, RUmische Grundsleuer und Vectigalrecht, 1882, p. 6. The lead¬ 
ing ideas of Matthias arc translated in Humbert, Bmai aur lea financea dm 
lea Remaina, ii., p. 328 et aeq. 

‘The only one who maintains the contrary is Walter, Geackiehle dea 
rmiachen ^tUa (3d edition), i., p. 271. But the passage of Livy to which 
he refers (vi., 27) does not bear out his asertion. Walter stands quite 
alone. 
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the empire is a moot question. The weightier arguments seem 
to be on the side of those who maintain that it was never again 
made use of in its old form.' 

In the provinces the property tax was nothing but a land 
tax—either a tax on the value (tribulum soli), or a tithe {decuma), 
or a ground rent (vecHgal certum or slipendium). In addition 
to the land tax proper we find the poll tax {tributum capitis) 
which, in some of the older provinces where the remains of an 
enterprising commercial life still existed, probably included a 
tax on classes or professions or a nominal general property tax.^ 
The Iloman property tax was therefore virtually a tax on 
land and the little productive capital affixed to land. Person¬ 
alty, so far as it was assessed at all, consisted of the meagre 
tangible objects owned by an agricultural people. The Romans 
had a general propi^rty tax because, as in early (Ireece, there was 
only on(! kind of proix'rty—the collective property owned by 
slave-holding landed proi)rietors. 

Under the empire industrial society began to differentiate. 
Caligula (a.d. 37-41) took advantage of this to levy taxes on 
social classes, above all on carriers, prostitutes and pimps.® 
Trading capital, everywhere the first element to .separate itself 
from the colhictive mass of property, was reached for the first 
time by Vespasian (00-79) in the curious tax on the private 
owners of city urinals and closets.' Finally, shortly before 
Caracalla (211-217) we find a general tax on commercial capital, 
known henceforth ;is aurum negotialorium. But what a smgular 

' Rodbertua, Hildebrand’s Jahrbuchcr, iv., pp. 408-427, and llewegiach, 
HSmiscke Finamen, p. 1346, maintain ita existence. But Savigny Ver- 
miachu Schriflen, ii., pp. 1,11, 18.1; Husehke, Ueber den Census zur Zeil 
Chrish, pp. 70, 190; Mommsen, Romisehe Oeschkhle, ii., p, 387; and Mar- 
quardt, ROmische Staatstynmllung, ii., p. 171, take the opposite view, 
l^reau de la Malle, in hia Eemomie ptAUiqm dcs Homains, does not touch 
ttua pnnt. The dcstisive quotation is that from T.acitua, Annales, 13, 51, of 
which R^bertus’ interpretation i.s strained. The best argument—which 
lias not hitherto been advanced—sewns to be this; that if the Iributum 
awYe had continued, it would not have been neceseary for Diocletian to 
introduce into Italy the tributum proidnciule. 

. • Rodbertus, iv., p. 364, puts it too strongly when he says that it was only 
a poll tax. See Marquardt, op. at., ii., p. 195. 

Suetonius, Caligida, 40; “Exgerulorumdiurnisquaestibusparsoctava, 
ex capturis prostituanim quantum quaeque uno concubitu mereret.” Cl 
Dio Cassius, lix., 28. 

‘ Known aaforkarii. Suetonius, Vespasian, 16,23. Cf. for other author¬ 
ities Walter, Rechlsgeschichte, i,, p. 498. 
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commentary it is on the progress of civilization that the first tax 
on circulating capital should be on a rather degrading occupa¬ 
tion, and the first tax on industry one on prostitutes.’ Cara- 
calla, we are told, conferred the privilege of Roman citizenship 
upon all the inhabitants of the empire in order to extend to 
them the now numerous direct taxes, especially the succession 
and manumission taxes.“ The provincial land tax continued; 
but it went through the same evolution as the civic direct tax 
and became a general property tax. 

The industrial development, however, had outrun fiscal 
theory. It became more and more difficult to re<ach personalty. 
More and more barb.arous method.s were introduced;’ until, 
ns Lactantiua tells us in stirring language, torture was applied 
to the recalcitrant owner.’ Under Diocletian the provincial 
land tax (known henceforth a.s jugatio or capitalio terrerui) was 
introduced into Italy. Rut at the time of the Theodcsian code 
and the completion of the late fi.scal system, we find, not the 
general property tax,’ but a vast, variety of taxes, indirect and 
direct. Chief among the latter were those on the profits of 
trades, professions and artisans,® now consolidated into corpora¬ 
tions through the petrifaction of industrial relations.’ But the 
attempt to tax personalty by means of a general property tax 
was abandoned because the original mass of property had dis¬ 
integrated. The primitive system was abolished, and was 
replaced by methods more or less analogous to those employed 
in modem Europe. 


* Hildebrand’s Jn/irfiucAer, v., p. 31.5. 

• At least tills is the uneharitable construction of the act by Dio Cassius. 

• The municipal dccurions, for example, were m.ade personally liable for 
the taxes levied on their municipalities. .Service as dccurion became com¬ 
pulsory and hereditary. Fugitive dccurions were brought back, like fugi¬ 
tive serfs or military deserters. 

* De morte pera. 23: Fora omnia gregibus familiarium referta; unusquis- 
que cum liberis, cum servis aderat; tormenta ac verbera personabant; filii 
^vereus parentes suspondebantur; fidclissimi quique servi contra dominos 
vexabantur, uxores adversus marilos. .Si omnia defeeerunt, ipse contra se 
torquebantur, ct quum dolor vieerat, adseribebantiir quae non habebantur. 

‘ The poll tax {capitalic jtlebeia or hurmm) levied on the serfs (coloni) 
was practically a property tax because it was paid by the landowner. 

’Known as chryaargyrum, vectigal artium, penaio auraria, and aurum 
hiatrale. Cf. Levasseur, Hiatoire dea claaaea oumirea en France, i., pp. 
72-78. 

t Of. Wm. Adams Brown, "State Control of Industry in the Fourth Cen¬ 
tury,” Pdilical Science Quarterly, ii. (1887), pp. 494-513. 
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III. Early Mediceval History of the Property Tax 

During the middle ages the same development can be no¬ 
ticed. In the early period, after the disruption of the Roman 
empire, there were no taxes at all. The primitive Teutonic 
idea forced its way into the feudal system, and the contri¬ 
butions originally devoted to public purposes became the private 
possessions of feudal nobles .and over-lords. The public tax 
became private property.' 

In the early feudal .system land was practically the only 
form of wealth, ns it was the basis of the iwlitical fabric. In 
England the feudal paynu^nts (/n'do(/e, scutage, carucage and 
tallage) were assessed on the land, just as the Saxon shipgeld 
and danegeld were land taxes. Tlie.s(! were at first levied on 
the gross prodins! of the land, either actual or as computed by 
the mere quantity of the land. With the progress of cultivation 
net produce rather than gro.ss produce was maile the test. Rents 
became the only practicable test of the value of land. But 
from the twelfth century onward, the growth of indu.stry and 
commerce in the towns led to such an incrciuse of personalty 
or movables that it Itecame necessary to devise some new 
method of reaching the ability of the citizens. The only way out 
of the difficulty in England, sis on the whole continent, was a 
combination of the taxes on lands and on movables through the 
general property tax. 

The medisDval town was the birthplace of modem taxa¬ 
tion. Every inhabitant was compelled to bear his share of 
the local burdens, his proportion of the scot .and the lot. The 
scot, or tax, was almost from the very outset the general property 
tax combined with the subordinate poll tax, exactly as in the 
earliest days of the New England colonies. The town, as such, 
generally paid its share of the national burdens in a lump sum, 
the firma burgi. But this lump sum was always distributed 
among the townsmen in proportion to the property of each.® 

* Cf. for details Clamageran, llistoire de Vimyit en France, i., p. IIS; 
and Vuitty, Etudes sur le rigime financier de la France avant la rhotuHon, 
i., p. 420. 

• Numerous examples may bo found in M.-uiox, Firma Burgi, p. 281 ei 
seq. In one town, under Edward III., each man is “taxandus et assidendus 
juxta quantitatem bonorum et catallorum suorum ibidem.” In another 
town the tax “debet assideri proportionaliter juxta quantitatem bonorum 
suorum.” For London, where each freeman paid the general property tax 
as partem de bonis suis or partem catallorum, see the examples in Munimenfa 
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On the continent it was the same. In the German towns the 
taxes were at first levied only on lands and houses.* Begin¬ 
ning in the twelfth century, however, other constituent ele¬ 
ments of property, both movable and immovable, were grad¬ 
ually added, until before long we find the general property tax. 
The tempo of the development naturally varied in the different 
towns, but the broad lines were almost everywliere the same. 
Thus by the end of the thirteenth century it had become cus¬ 
tomary to add rent-charges to houses and land. As long as 
the rent-charges were irredeemable, they were taxed as real 
e.state; but after they had become redeemable, they were 
gradually treated as iwrsonalty.'^ For in Germany as in Eng¬ 
land we find the feudal distinction between real estate and per¬ 
sonal property {Licgcnde and I'ahrcmlc Habe or Liegemchaften 
and Fahrniss), which was almost tantamount to that between 
movables and immovables {Mohilien and Imrmhilien). The 
other elements of personalty were slowly added to the assess¬ 
ment lists. We find mentioned in the tax ordinances of the 
period the following classics of jicrsonal property: (1) household 
furniture, (2) clothing, ornaments and weapons, (3) food 
supplies for home consumption, (4) supplies of wine, straw and 
coal for the same purpose, (5) horses and cattle, (6) tools of 
various kinds, (7) wares and commodities, (8) money, (9) 
credits. At first a man’s personalty was taxed only if the 
owner paid no tax on his real estate, but this alternative method 
of taxation soon disappeared. In almost all cases the various 
classes of personalty were assessed at fixed rates which varied 
for each class, but before long they were all merged into the 
general property tax—or, as it was called, the tax on property 
in possessionibus, agris, domibus, cemibus et rebus quibmeunque.^ 

OUdhaUae Landonienm, Liber Albus, i., p. 592 et seq. For full details as 
to the method of assesameut tempore Edward II., see Liber Cuslumarum, 
pp. 193 et seq., 568 el seq. 

* There is a rich literature of local taxation in Germany. Well-nigh every 
important town has had a monograph devoted to it. The general surveys 
are the older work of 21eumer, Z>ie dexUschen SUidlesleuem insbesondere die 
stadtischen Reichssleuem im XII. und XIII. Jahrhundert, Leipzig, 1878; 
and the more rc(»;nt studies of M. E. Hcidenhain, SUtdtische VerrrtBgen- 
steuem im Miltelaller, Leipzig, 1906; and Bruno Moll, Zur Geschichte der 
Vermbgensleuern, Ixiipzig, 1911. Each of the last two works contains com¬ 
plete bibliographies of the local histories. 

•See the full discussion in Heidenhain, op. oil., pp. 62-92, esp. 68. 

• Zeumer, op. cit., pp. 86-89. 
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In some towns it was called simply a tax of so much per posse 
or pro bonorum facidtaleA The documents often speak of a man 
being taxable “tui sine vcnmujen," or in the Latin equivalent 
“secundum propriam faculkUem el bnnorumsuorum, estimationem’ ^ 
or “juxta suam possihililutem el pro rata bonorum suorum? 
Many of the German towns l)y this time combined the general 
property tax with the poll tax,'' and in the Swiss cantons the 
tax was even called the Jlob-, (lut-, und Kopfslcuer} 

In France and in the l^ow (’ountries the conditions were the 
same. The tax started out !is one on real estate, but soon became 
one on property in general, the taxpayer being assessed accord¬ 
ing to hi.s vaillanl (fortmuO, or ac(!ording to his hiretage and 
catel (realty and personalty), the rentes-d-me always being taxable 
as realty.® At St. (Juention provision w;ks made as early as 1195 
for a collectam super oinnes pccuiiias el hereditates burgensium; 
and at Bapaume only a few years later the tax was levied ad 
valentiam tencmentonim el mohiliumJ 

The only di.stinction hetwetm I'ingland and the continent was 
that in England the property tax remained for centuries the 
sole local tax, while in France and Germany local excises or 
octrois were soon added. But for some time at least the general 
property tax wius the measure of tla- individual’s capacity. 

The general state taxes followed in the wake of the munic¬ 
ipal taxes. Already in 1100 a property tax was levied through¬ 
out almost all Euroiic in order to aid the crusaders.® The 
English statute mentions in detail the various classes of tax¬ 
able property, namely, lands and all movables including gold, 
silver, animals, coin, credits, the produce of vineyards, etc., and 
provides further that those who do not own as much as a 

'Christian Meyer, Dus fitniUlnirh nm Aiuislmrg, 1872, pp. 7.5, 313. 

> Von Below, “Gesehieht(^ (lerdirekteiuSlaatastcucm in .lulichund Berg,” 
in Zeitschrifl dfs Bergischen (Irschicksi’creim, vol. 2(1 (1890), p. 32. 

’ Moll, op. eit., p. 37. 

* G. con SchBnbcrR, Finanzrrrlmllnisse der Stadt Basel im xix. %md m 
Jahrhunderl, Tubingen, 1879, p. 134. 

• Blunier, Staats^ unit ErrMsgeschichte drr srhwnzerischen Demoerolien, 
ii., p. 29.5 el seg. 

' Espinas, tes finances de la rommuiie de Douai des originea au XV 
irUcle (1902), p. 119 et scq. This work i.s e-siieeially valuable for its wealth 
of detail as to the French and Flemish towns. 

'In 1200. Espinas, op. cU., p. 119, note. 

‘ Sinclair, History of the. Public Revenue, i., p. 88. For a general treatment 
see Gottlob, Die pdpsUichen Kretaeugssleuern des IS'^ Jakrhmderts, 
Heiligenstadt, 1892. 
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pound should nevertheless pay a penny if they are either 
householders or in possession of some office.* A few decades 
later, in 1188, came the Saladin tithe, on the occasion of the 
third crusade, when all rents and movables (mW/hw el mobilia) 
were expressly made taxable.* In lOngland from this time on, 
the grants of rents and movaliles {de redditibiis et mobilibits or, 
as they were sometimes calle<l, de redditibus ct aitcUis) became 
more and more common until they finally superseded the older 
methods of securing revenue. The fractional parts of the prop¬ 
erty granted varied from a fortieth to a fourth; but from 12SX) it 
became customary to tax the nobility and the clergy only two- 
thirds as much as the commons. In 1334 the proportion was 
fixed as the fifteenth and the tenth. The tax accordingly came 
to be known as the fifteenth and tenth {quinzime and disme). 
Strictly speaking, the tenth was levied in the cities, boroughs, 
and lands of ancient demesne, the fifteenth in the re.st of the 
country. Practically, however, the fifteenth was a tax on rents 
or realty, the tenth a tax on movables or personalty. 

The name apjjlied to the English tax—fifteenths and tenths or 
tax on rents and movables—brings up two interesting problems. 
The one is, why rents or produce should have been put on a 
plane with movables or property; the other is, why they should 
have been taxed at different rates. 

As to the first point, it is clear that under feudal conditions, 
where land was not regularly bought and sold, the simplest 
method of ascertaining tin; taxable ability of the landowner 
was through the rental that he received for the land, a rental 
that was always in a certain proportion to the produce of the 
land. In the case of houses in the towns, especially where the 
land did not belong to the large landowners, we find of course 
more numerous examples of transfers of real estate; and ac¬ 
cordingly the tax on town houses was sometimes assessed ac¬ 
cording to property, instead of rental, value. This is especially 
true in many of the German towns.’ In the case of rent- 
charges again, which in the earlier centuries were far more 

• The ordinance is reprinted in full in Manes "Die Einkommensteuer in 
dcr englischen Finanzpolitik,” in Fealgaben fir Wilhdm Lexis, 1907. It 
is also found in B. Moll, Zur Geschichle der englischen und ammJeanisehen 
Vermdgensleuem, 1912, p. 7. 

•This ordinance is printed in full in Dowell, HiaUnry of TaxtUiem, etc., 
vol. ii (1888), appendix. 

• As in Basel, Speyer, Mainz, Regensburg, Zurich, Bern, etc. Cf. Heidcn- 
hain, op. cU., p. 54. 
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common on tlie continent than in England, it is obvious that 
under the prevailing conditions their value could be found 
only as an annuity. Accordingly the annuity or yearly rent- 
charge was always included in the redditus or returns of real 
estate. 

Personal property on the other hand had a capital value. 
In fact, most of the elements of personalty yielded no money 
produce at all, but only what economists call a benefit or psy¬ 
chic income. Personalty, therefore, was taxed according to 
property value; realty, except in the town.s, according to rental 
value. Thus the medijnval general property tax was really a 
combination of property and product tax, product being utilized 
when the capital value wa.s difficult or impossible to ascertain. 
In England this sy.stem of distinguishing between rents and 
movables continued through the middle ages; on the continent 
and especially where feudal conditions gave way before the 
democratic movement, the more unified property conception 
gained the upper hand. 

The other problem is that of the difference in rates. In 
England the proimrtion came to be, as .stated, a tenth for per¬ 
sonalty and a fifteenth for realty. On the continent the dis¬ 
parity was often eon.siderahly greater, the rate on personalty 
being frequently two or even three times as high as that on 
realty. Moreover, when we remember that in the case of per¬ 
sonalty the tax was assessed on capital value, whereas in the 
case of realty it was asse,ssed only on the produce of the prop¬ 
erty, the contrast becomes astonishing. 

In England there is not much doubt that the difference in 
the rate was, in part at all events, due to the fact that the peers 
were politicidly more powerful than the commons. But in 
many parts of the continent wo find the same practice even 
where the aristocrats were not in the saddle. The explanation 
must therefore be of a more general nature. 

Some authors .seek the explanation in the alleged fact that 
personalty, especially that part of it invested in trade and com¬ 
merce, was more lucrative than real c.state, and could therefore 
more easily endure a higher rate.' Apart from the fact, how¬ 
ever, that trade capital constituted only a small part of the 

' This is the view of Hartung, " Die Augsbmger VermBgensteuer im XV. 
Jahrhundert" and “Die Belastung des Augsburgischen Gro^apitala," 
in SchmoIIer’a Jahrlmch, etc., vol. 10 (189.5); and of Kolle, Die Vermdgen' 
itewr der Seickatadt Ulm mm John 1709. Stuttgart, 1898. 
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taxable personalty, the alleged fact is really without founda¬ 
tion. Other writers advance a variation of this theory by con¬ 
tending that real estate, especially in the towns, was of very 
slight productivity. The towns, they tell us, were full of empty 
dwellings, the population was small, and land was not the 
subject of speculation as in modem times. The towns, we are 
told, even helped to rebuild houses that had been destroyed by 
fire.* This view, however, represents an unwarrantable general¬ 
ization from a single town or a single period. A more defen¬ 
sible theory is that land was the basis of the entire eeonomic 
life in the middle ages, and since most p<«ple even in the towns 
made their chief living out of the land, it was only natural that 
the principal means of subsistence should be treated somewhat 
more tenderly and that the surplus over what the individual 
needed for his living should be texed at a higher rate.® The 
best explanation, however, is to be found in the fact that it 
was administratively more diflicult to reach jwrsonal property, 
both lieeause some of it was more or less hidden from the scru¬ 
tiny of the as.s('ssor, and because intentional concealment and 
fraud were far easier.® As a matter of fm;t the assessment of 
chattels was not strictly enforced. This is apparent in England, 
at all events, from the dissatisfaction shown with the tax of 
IK S, when the people were assessed nd uiigmrn, i.e. up to the 
full value of their movables.* In the succeeding grants the old 
ca.sy practice was resumed. As the tax on lands, however, 
could be levied on actual rents, it was not apt to be so leniently 
asses-sed. Thus a sukstantiid etiuality was probably reached. 

Just as in England the tallages merged into the fifteenths 
and tenths, so in France the feudal charges on the land de¬ 
veloped into the general property tax, which however still 
retained the old name taille. The ordinances of 1254-56 at¬ 
tempted to regulate the assessment, and provided that im- 

* F. R. Bothe, Die Eniwudcelung der direlUen Besteuerung in der Reich- 
ctadt Frankfurt Hs zw Revolution^ 161^-1614^ leipzig, 1900, p. 67. 

*Thi8 theory is vigorously espoused by Heidenhain, op. cii., esp. p. 63. 

• This explanation was first advanced by the present writer in 1892, in 
an article in the Political Science Quarterly, and is found in the first edition 
of this work. It was independently advanced by Hartung in 1895 in the 
essays mentioned above, and is accepted in substance by Hartwig, Der 
Liibecker Schoos hie zur RefomuUionszeit, 1903, p. 47, and by Moll, Zur 
Qeochichie der Vermdgemteuem, 1911, p. 108. 

‘Dowell, History of Taxation and Taxes in England (2d edition), i., 

p.68. 
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movables should be charged only half as much as movables.* 
France thus endeavored to attain by law what England effected 
by custom. During the fourteenth century the taille came to 
be the chief dire(!t tax, and in 1439 it was made a permanent 
annual tax. In (lermany, al.so, the imperial and state direct 
taxc.s, in so far iis there were any, took the form of general 
property taxes. The Ikde ’•* or lAitdbede, the gemeimr Pfennig,^ 
the LandschoHs* the Landdeicer,’’ etc., all followed the example 
of the local property t.ax. In Scotland the “costage” paid to 
England in 1424 was a genrjral property tax. An act of that 
year directed that a book be prepared, containing the names 
of the inhabitants with a list of all their good.s, including com 
and cattle, as evidences of their ability to pay.® By 1585 it 
had become customary to apportion the occasional burdens 
known as stents to the burghs according to their “substance 
and common good.” * 

In the Italian republics the commonwealth was at first sup¬ 
ported by the general property tax. In Milan, under the name 
stinm c calastro de bent it is found as early jis 1208, and after¬ 
wards was levied with such severity that the a.sse.s.smcnt book 
was known as the libro del didm-c." In Genoa it was called 
colletta.^ In Florence it was known as estimo .and played an 
important rfilc in polities."’ And finally we find in the 
Netherlands from the earliest times the general property tax 

‘ Clamageran, Histnire de I’imptM eii Fmtm, i., p. 264. 

^ At firat a feudal land payment,' cf. Ilullniiinn, Dctdeche Finanzgeschichte 
des MiUelallm, p. 1.32. 

* bang, liistocieehe Kntwiebelung tier teutechcH Steuceverjaesungen sell der 
Karoliitger. Berlin, 179.3, p. 1.S2. 

‘Sehmollor, “Dio Eporhen dor preus.si.when Finanzpolitik," in Jahr- 
tmeh far Geeetzgebung, Vmmllung uml Ydksmrtschaft, i. pp. 3.5, 

42. 

‘ Hoffmann, GeschiclUe tier dirckten Steuem in Baiem vtm Bnde dea xiii. 
Jakrhunderta, pp. 11, 17, .39. 

•S. H. Ihimer, The Hiatory of Local Taxation in Scotland. Edinbumh, 
1908, p. 151. 

'Ibid., p. 1.52. 

* Carli, Itxlaziom del Censimento dcUo Slalo di Milano, in Custodi’s Scrit- 
tori Claamci Italiani, parte modema, xiv., pp. 184,185. 

’ “be impostc atraordinarie si possono di quests epoca [1252] compren- 
dero in una sola, la collctta.” Canale, Storia dei Gerumsi, i.. p, 318 (edition 
of 1844). 

“ Villani tells us that it was levied on "cio che chiascuno faaveadi stabile 
e di mobile e di guadagno.” htorie Fiorenline fino al anno 1348, book x., 
chap. 17 (vol. vi., p. 26, of Milan edition of 1803). 
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known as the schot or the tenth, etc., on letiUungen (pos¬ 
sessions).* 

The general property tax thus existed throughout all Europe. 
It was moderately successful because well suited to the period. 
Although involving an inquisitorial search into every article 
of the .scanty mediaival stock, as can readily be seen from the 
detaile<l schedules of !»sscs.sments still in exi.stence, the tax was 
levied chiefly on tangible, physical objects not capable of easj 
concealment. With the exception of countries like P'rance, 
where the tax was emasculated by the system of exemptions, 
it resulted on the whole, during this early period of society, 
in a tax fairly proiwrtional to the individual faculty. There 
was a general property tax because there was a very slight 
differentiation of property. 

IV. Ijttter Medimvd and Modem History of the Property Tax 

Before long a change set in. In England the fifteenths 
and tenths were changed in 1334 from percentage to apportioned 
taxes. Every locality had now to raise a definite lump sum, 
which, it was intended, should remain the same from year to 
year, and whiidi was to b(‘ apixrrtioncd in precisely the same 
ratio among the various counties, towns and i)arishes. One 
fitie('nth and tenth therefore meant a fi.xed sum, and when 
more was needed, two or three fifteenths and tenths were im¬ 
posed. The old methods of assessment, however, soon felt into 
disuse. Each town and county made its own arrangement and 
treated personal projwrty with such leniency that the total 
product of the tenth and the fiftcfnth continually decreased. 
This resulterl in attempts on the part of the crown to supple¬ 
ment the old tax by a new general property tax, called the sub¬ 
sidy. The early efforts met with failure, but finally, in 1514, the 
first general subsidy was granted, as a tax of sixpeaco in every 
pound of property. The pound rate was afterwards fixed at 
four shillings on lands, and two shillings eight pence on goods. 
But the subsidy went through precisely the .same development 
as the fifteenth and the tenth. At first really a percentage tax, 
it was soon practically converted into an apportioned tax of 
a stated lump sum. No re-assessment of the districts took 
place; each locality was supposed to pay the same sum year 
after year. All increase in wealth was thus entirely omitted from 


> ri*,Ti p»ln ^ Oe Geschiedenis der Belaslingen in Nederland, pp. 60-65. 
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the lists. Exemption after exemption was made, and personal 
property was so loosely assessed that the total yield continually 
declined. The most arbitrary methods were employed. Only 
the old “subsidy-men” were taxed; allowances were made in 
a multitude of cases; and the asses.sments of personalty were 
so low and partial that the subsidy became a perfect farce. 
As Bacon said, “the Englishman is master of his own valua¬ 
tion.” ' Sir Rotert Cecil stated in 1592 that there were not 
oyer five men in London assessed on their goods at £200; and 
Sir Walter Raleigh wrote in 1601 that “the poor man pays as 
much as the rich.” ^ Although nominally a general property 
tax, the subsidy thus came to lx; levied chiefly on the land, and 
became an unequal land tax—so unequal that it finally dis¬ 
appeared in 1663. 

Under the commonwealth an attempt was made to revive 
the general property tax, under the name of commonwealth 
monthly assessments, real estate being alvv.ays assessed, as 
before, according to its “yearly value,” personalty according 
to its value. The.se monthly assessments were already author¬ 
ized during the Revolution. Thus in 1644 a “ monethly asses.s- 
ment was imposed upon the counties, cities and towns men¬ 
tioned and levied upon "the true yearly values of lands, rents, 
annuities, offices and hereditaments and according to the true 
value of goods, chattels, debts and other o.st£ite reall or per¬ 
sonal!.” * The improvement was .so marked that the old sub¬ 
sidies were completely abandoned and njiilaccd by the assess¬ 
ments. But the reform was short-lived and the assessments of 
personal property continually diminished. Sir William Petty, 
the author of the first theoretic work on taxation printed in 
England, discussed the defects of these monthly assessments in 
a picturesque passage as follows: 

• have been, in our times, ways of levying an aliquot part of 
mens estate, as a hfth, and twentieth of their estates, real and pereonal 

of their office, faculties and imagincry estates also, in and about 
which way may Ix! so much fraud, collusion, oppression and trouble, 
rome purj^ly getting themselves taxed to gain more trust: others 
bnbmg to be taxed low, and it being imixissible to check or examine or 
‘^d, ho adds "the least bitten in purse of any nation in Europe.” 

• Heport on Fuohc Income and Expenditure, 1869, ii., p. 415 . 

• An Ordinance 0 } the Lords and Commons assem’htei in Parliameni for the 
raie^andt^ng cf the Monethly Sum of £IS0,()00 towards the maintenance 
of iw Sco^h army, by a M(melhly Assessment, etc. Feb. 24 1644 . Seeesp 

p. 8. ■ > • . K 
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trace these collections by the print of any footsteps they leave (such 
as the hearths of chinmej's are) that I have not patience to speak more 
against it: daring rather conclude without more ado, in the words of 
our comick to be naught, yea, exceeding naught, very abominable, 
and not good.” ‘ 

A little later, however, Petty was slightly more hopeful and 
expressed the opinion as do some of our rural Icgi.slators to-day, 
that “ asses.sment.s upon pi'rsonal estates, if given in ns else¬ 
where tipon oath, would bring that branch which of itself is 
most dark to a sufficient clearness.” ^ 

After the Revolution the tax was levied as the .so-called prop¬ 
erty tax. By its terms ’ it was assessed on the persons possessed 
of person.al property, real estate, or public offices or positions of 
profit. And it was .at first a percentage tax. But the yield de¬ 
creased so enormously that P.arliament in 1697 fixed the sum a 
rate should produce, i.e. it became an apportioned tax of stated 
amount. A rate of a shilling in the pound meant a tax of half a 
million pounds for the countrj' as a whole, this sum being sub- 
dividal in fixed amounts to the various localities. The tax varied 
from three to four shillings in the jwund. In the case of land 
the tax was .assessed on the rent or yearly value. In the case of 
personal property the tax was assesstal on the value of the prop¬ 
erty, rental v.alui: of all kinds of property being deemed to be 
six per cent of their capit.al value. In the case of “any person 
exercising any public office or employment of profit” where there 
was no capital value the tax was imposed directly on the salary.^ 
Moreover, the difficulty of as.sessing personalty and the impos¬ 
sibility of reaching intangible property were now so apparent 
that whereas .according to the intent of the law the chief revenue 
was to come from personal property, and only the residue from 
realty, in practice the tax became almo,st exclusively a land tax, 
and was first so called in 1697. The “annual land tax” of 
England was thus intendwl to be a general property tax and 
for a long time continued to be so legally.^ 

‘ A Treatise on Taxes and Conlrtbulums, by W. Petty, London, 1667, 

pp. 61-62. 

»Petty, Verbum Sapknti; or ...the Method of raising Taxes in the most 
equal manner, p. 17. (Appended to his Poliiical Anatomy of Ireland, edition 
of 1691.) 

• 4 William III., chap. 1. 

< For a full explanation of the law the provisions of which are frequently 
misunderstood, see Seligman, The Income Tax, 2d ed., 1914, pp. 48-49. 

* Adam Smith, Wealth of Nations, book v., chap, ii.: “By what is called 



48 


ESSAYS IN TAXATION 


The floraplaints as to the escape of personal property were 
heard almost from the boffinning. Thus in 1094 Briscoe tells us: 

“And here I might take notice how the nionie<l men are enrich’d by 
the ruiiie of tlu^ [wor and industrious trad(!r.s, how gentlemen (whose 
estates are in land) are pressed with taxes, while the monied men are 
in a manner tax-free; the landed man paying more tax to their Majes¬ 
ties out of an estate of £100 per annum or higher, than the monied men 
do for £10,000 in money.’’' 

In the eighteenth century this luul become a commonplace. 
A popular pamphleteer expresses himself as follows: 

“This is a grievous and unequal tax. In all the remote parts of 
this country, the tax never wjus Icwied according to the value of their 
estates nor ever can be. . . Monied men arc another vast body 
who . . . contribute little or nothing to this tax. Their stock in trade 
can never be known and is always a.s.sr'ssed hut a trifle. Money lent on 
mortgages never is taxed and stock in th(‘ funds hath the publick faith 
to exempt it so that it never can t» taxed. With all these advantages 
the monied men, though they hold the greatest properties in the state, 
pay no proportion to the supixirt of that government from whence 
they have equal protection with those who are charged at the utmost.” “ 

Walpole at about the same time .stated that “no man con¬ 
tributes the least share to this tax, but he that is possessed of a 
landed estate.” ’ Perhaps the most severe arraignment of the 
justice of the tax is made, toward the middle of the century, 
by a well-known publicist, Decker, from whose catalogue of 
indictments we select the following; 

“Thirdly, It tends to corrupt the manners of the people, consequerUly 
to make them tumultuous and less governable. 

“For being to pay in proportion to what they earn, spend, or possess, 
the just value whereof is impo.ssible to be known but by themselves, 
and to force them to a declaration, an oath is always imposed, which 
makes a struggle between interest and conscience; an extreme wise 
law, whereby an honest man is put on a worse footing than a perjured 
knave: he that forswears himself pays Ic.ss than his due and saves his 
money; but ho that is conscientious pays to the full; which latter sus- 

the land tax, it was intended th.at stock should be taxed in the same propor¬ 
tion as land.” (Thorold Rogers’ edition, ii., p. ,'>,53.) 

• A Discourse on the Late Funds of the Million-Act, etc., by J. B(riscoe), 
1694, p. 13. 

• A Letter to a Freeholder on the Late Reduction of the Land Tax to one 
Shilling on the Pound, By a Member of the House of Commons, London, 
1732, pp. 44,48,26. 

• Dowell, op. cit., vol. ii., p. 99. 
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pecting others to evade, is piqued at paying more than his neighbors, 
and wonders why a false oath should not fit as easy on him as on so 
many others; whereby tin; most solemn pledge of truth among men 
becomes frequently \dolated, is despised, disregarded, and interest 
rides trimnphant over conscience; which latter being to men as a dike 
to keep out the torrent of vice, if once a thorough breach is made, a 
deluge of iniquity ensues, whereby all good principles are drowned; and 
the more vicious men grow, the readier they are to oppose authority.” ‘ 

So uneriual and so insignificant did the old general property 
tax (now universally known as the land tax) become that in 
1798 permission was given to the landowners to buy themselves 
free of the tax by the payment of a capital sum. In other words, 
the land tax became a redeemable rent-charge. The provision 
taxing personal property continued to cxi.st on the statute book 
until 1833, and the clause taxing public offices and positions 
of profit was not-finally repealed until 1807. The year before 
its repeal it yielded the sum of £823! ■ Such was the ludicrous 
result of the attempt to maintain mediieval customs. The 
general projierty tax, which had started out as a land tax, re¬ 
verted in name as well as in fact to its earliest form. 

In Scotland the history was the same, although because of 
the later industrial development of the country the old system 
survived almost to our day.® The chief direct tax, known as 
the cess, was originally a general jrroperty tax. In the middle 
ages one of the functions of the (Ireat Chamberlain was to 
inquire whether the public burdens wen; fairly “distributed to 
rich and poor according to their faculties.” '* A fixed proportion 
of the cess was allotted to each burgh and it was then paid partly 
out of “the common good,” partly out of real estate, while the 
remainder, if any, was a.s,sessed on the personal property and 
income of the taxpayers. In 1597 an order declared more pre¬ 
cisely that the officers are to “stent” each person “according 

’ Matthew Decker, A n Essay on the Causes and Decline of the Faragn 
Trade, Edinburgh, 1750, pj). 19-20. 

* Report of the Commissioturs of Inland Rerenue, 1867. 

* Cf. for a sketch of the Scotch system the Report of the Poor Imw Com¬ 
missioners on Local Taxalion, IS-hl, and tin? more recent work of Stanley H. 
Turner, History of Local Taxalion in Scotlaml. Edinburgh, 1908. 

* “Si equaliter ponantur suiier divitibus et pauperibus juxta eorum 
facultates.” Turner, op. cil., p. 1.58. 

‘The "common good” included the public lands for grazing as well as 
feu duties on those parts loaned in perpetuity and river and loch fishings 
and also grain mills and occasionally a walk-miU and the like. Turner, 
op. ciL, p. 128. 
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to the avail and quantity of his rent, living, goods and gear that 
he has within burgh.” ‘ In the course of time, however, person¬ 
alty slipped out of the assessment list. In Dumfries by the end 
of the seventeenth century the records tell us that “now by the 
decay of trade the cess is like to fall on the lands and houses.” 
In Kintore the cess was “paid of the land rent.” 

In the counties the cess or land tax, as it was now sometimes 
called, was converted into a redeemable rerit-charge in 1798 and 
1802, as in Fmgland. In the boroughs, however, the old system 
continued, each borough levying the general i^ropcrty tax in its 
own way, with suitable variations. In Banff, for instance, in the 
nineteenth century, the tax was levied, one-half on real estate; 
one-quarter on trade and merchandise, according to the amount 
of purchases by each trader; one-eighth on the incorporated 
trades; and one-eighth on the otlier inhabitants, according to 
the discretion of the stent-master. In Cullen the rate was im¬ 
posed on land and on trade each being rated “according to his 
understood ability to pay.” “ So burdensome and vexatious 
were the remains of the property tax felt to be that the Com¬ 
mission of 1835 recommended the entire abolition of the trade- 
stent, as it was called. It w.as, however, not until 1896 that the 
whole system of borough contribution to the cess was abolished 
and with it all attempts to raise any part of the tax from per¬ 
sonal property.’ That was the end of the state general prop¬ 
erty tax in Scotland. 

In other countries the history of the property tax is identical. 
In France the taille was of two kinds; the taille rielle, which 
was levied only on lands in the pays d’etat; and the tailk person- 
n«He, nominally a gcncnil property tax levied in the pays d’Nedion 
which constituted the greater portion of France. In reality the 
iailk pmonnelte was assessed only on the families or households 
of the non-nobles (roturiers), and it became practically a land 
tax like the tailk rMk; for the wealthy owners of personalty 
soon acquired the same privileges as the nobility. Vauban 
tells us that the tailk as a tax on movables was a8ses.sed only on 
the poorest classes.’ Sully, indeed, endeavored in 1660 to 

* Turner, op. cU., p. 1.59. 

•/Md., pp. 164, 165,183. 

•/5»d.,p. 167. 

* r&umil la taille 6tait un impdt territorial qui n’atteignait que les 
prapri^tairee les plus (TOUvres du royaumc, (4 une taxe mobili5te qui portait 
exclusivcment sur les classes les moins riches de la 8oci5t5.” Dime royale, 
p. 32 of Daire’s edition. 
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restore the principles of the general property tax and to assess 
personalty as well as realty.' But he failed ignobly; for, at the 
close of the seventeenth century, the great work of Boisguillebert 
is full of bitter complaint and lamentation.'' And when the 
attempt was made in the eighteenth century to supplement 
the laille by the dixihnes and mngtihnes, like the tenths or 
fifteenths of old m England, the new tax again soon became 
virtually a land tax."' The development was inevitable, and it 
resultetl during the Revolution in the total abolition of the 
general projJerty taxes. 

In Gerinajiy, the mcdiscval a.ssessment lists to be filled out 
by the t.axpayer bear a striking resemblance to those still used 
in some of the American commonwealths.^ But there, iis here, 
it became continually more difficult to reach personal property. 
In Prussia (Brandenburg) this was true already at an early 
period." In Bavaria as well as in Austria the nobility Mid the 
richer commercial class succeeded at the end of the sixteenth 
century in shoving the main burdens on the shoulders of the 
rural population." And in the other German states the equal 
property tax remained so only in name.^ 

In the Netherlands, the general property tax or two hun- 
dreth seemed in the seventeenth century to possess some ad¬ 
vantages in English eyes. We are told by a pamphleteer that 

' Sully ordered the officials to assess contributors “d raison dc Icurs fao- 
ultds, qucique part qu’ellos soient, meubles ou immcublcs, heritages nobles 
ou roturiers, trafic ot industrie.” Cf. Clamagcran, IHstoire de I'impdl, ii., 
p. S.'iS. 

2 “ II n’y a pas le tiers de la France qui y contribuc, n’y ayant que lea plus 
faibles, et lea plus raisdrables; en sorte qu’clles les ruinent abrolument.” 
Le detail de la Frmiee, chap. iii. 

' "Dims la pratique, lYddmont foncier prddominait prosque excluave- 
ment.” Stounn, Les finances de I’ancien rigime el de la rfpolution, !., p. 
240. Sec also Neekcr, T)e I’admmistratmn dot finances de la France, i., 
p. 159, It must be noted, however, that these taxes were calculated on the 
basis of income, rather than of selling value. For detidls, see Seligman, 
The Income Tax, 2d ed., 1914, pp. 51-53. 

* For a typical list of 1531, sec Bielfeld, Gcschichle dee magdAurgiachen 
Steuerwesens von der ReformaUonszeit, pp. 19-23. 

* Schmoller, “Die Epochen der preussischen Finanzpolitik,” in his Jahr- 
buck, i., pp. 42,49, Cf. his “Studien uber die wirtlischaftliche Politik Fried¬ 
richs des Grossen,” in the Jahrbuch, viii., p. 38, for Brandenburg; viii., p 
1011, X., p. 330, and x., p. 350, for Magdeburg. Cf. also F. J. Neumann, 
Die peradnlichen Steuem vom Einkommen, 1896, p. 232. 

* Hoffmann, Geschichte der direkten Steuem in Baiem, p. 70. 

»Wagner, Finammasenechafl, iii. (1st edition), pp. 62, 77,80. 
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to the avail and quantity of his rent, living, goods and gear that 
he has within burgh.” ‘ In the course of time, however, person¬ 
alty slipped out of the assessment list. In Dumfries by the end 
of the seventeenth century the records tell us that “now by the 
decay of trade the cess is like to fall on the lands and houses.” 
In Kintore the cess was “paid of the land rent.” 

In the counties the cess or land tax, as it was now sometimes 
called, was converted into a redeemable rerit-charge in 1798 and 
1802, as in Fmgland. In the boroughs, however, the old system 
continued, each borough levying the general i^ropcrty tax in its 
own way, with suitable variations. In Banff, for instance, in the 
nineteenth century, the tax was levied, one-half on real estate; 
one-quarter on trade and merchandise, according to the amount 
of purchases by each trader; one-eighth on the incorporated 
trades; and one-eighth on the otlier inhabitants, according to 
the discretion of the stent-master. In Cullen the rate was im¬ 
posed on land and on trade each being rated “according to his 
understood ability to pay.” “ So burdensome and vexatious 
were the remains of the property tax felt to be that the Com¬ 
mission of 1835 recommended the entire abolition of the trade- 
stent, as it was called. It w.as, however, not until 1896 that the 
whole system of borough contribution to the cess was abolished 
and with it all attempts to raise any part of the tax from per¬ 
sonal property.’ That was the end of the state general prop¬ 
erty tax in Scotland. 

In other countries the history of the property tax is identical. 
In France the taille was of two kinds; the taille rielle, which 
was levied only on lands in the pays d’etat; and the tailk person- 
n«He, nominally a gcncnil property tax levied in the pays d’Nedion 
which constituted the greater portion of France. In reality the 
iailk pmonnelte was assessed only on the families or households 
of the non-nobles (roturiers), and it became practically a land 
tax like the tailk rMk; for the wealthy owners of personalty 
soon acquired the same privileges as the nobility. Vauban 
tells us that the tailk as a tax on movables was a8ses.sed only on 
the poorest classes.’ Sully, indeed, endeavored in 1660 to 

* Turner, op. cU., p. 1.59. 

•/Md., pp. 164, 165,183. 

•/5»d.,p. 167. 

* r&umil la taille 6tait un impdt territorial qui n’atteignait que les 
prapri^tairee les plus (TOUvres du royaumc, (4 une taxe mobili5te qui portait 
exclusivcment sur les classes les moins riches de la 8oci5t5.” Dime royale, 
p. 32 of Daire’s edition. 
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discontent became so loud that after threats of revolution 
and disorder the eslimo was finally supplanted in 1427 by the 
new tax, caimto, to lie levied on the personalty of traders and 
bankers as well as on realty. Machiavelli gives us an interesting 
account of the opposition of the nobles, who were at the same 
time great financiers.* But the new general property tax went 
the way of its predeees.sors. When we read of f lu subterfuges 
and evasions, of the strenuous efforts on the part of the state 
to compel the listing of personalty and of the dismal failure of 
the attempts, we .seem to lie reading the ])rt>sent-<iay reports of 
Amerieim commonwealth assessors or comptrollers. Their ex¬ 
perience was precisely the same as ours. In 1431 only fifty- 
two jiersons paid the tax on trade capital, although the amount 
of such capital must have been immense. And in 1495 the tax 
was made in name, what it had long been in fact,a tax on 
immovables only. Personalty, as such, was henceforth legally 
exempt. The general property tax had again become a land tax. 

Throughout Euro])e the local property tax also has become 
a tax on real estate. In lOnglarid the whole system of local 
taxation is ba.scd on the poor rate, according to the statute of 
1601 which mentioned as liable to the tax not only occupiers 
of lands, houses, c.lc., but every inhabitant, parson and vicar. 
The tiix was a general property tax levied according to the 
ability of the individual, ad skitum ct factuttaks, as the courts 
put it. At first land was a,sscsscd, as everywhere else at the 
beginning, simply according to the number of acres; but by 
the time of W'illiam III., rental value was substituted for mere 
quantity as the test of ability. Since personal property also 
was taxable, this was, however, simply a general property tax. 
Yet from an early iicriod the rule was adopted that all personal 
property liable must be local, vi.sible and productive of a profit.’ 
Thus intangible personalty, tangible personalty kept in the 
owner’s hands, earnings from personal abilities, and profits 
from moneys invested or lent at interest in another parish were 
exempt as being either unproductive, invisible, or not possessing 

vot. 17 (1871) and the book of Cancstrini quoted in the next note but 
one. 

> History of Florence, iv., p. 14 (vol. i., p. 181 of Detmold’s translation). 

•Canestrini, La Sdema e I’Arte di Stato. VImpoUa suUa Richetta 
Mobile ed Immobile (1867), i., pp. 108,115, 321, etc. 

• In 1633 it was decided that “the assessments arc to be according to the 
visible estates, real and personal, of the inhabitants.” Sir Anthony E^y’s 
Case, 2 Bulstrode, 354. 



64 


ESSAYS IN TAXATION 


a local dtus} The only property not excluded by these condi¬ 
tions was stock in trade, but it was not until the industrial revolu¬ 
tion toward the close of the eighteenth century that the matter 
became of importance. Lord Mansfield in 1775 showed the 
impolicy of such action; - but although the liability of stock in 
trade was hotly disputed, it was affirmed by Lord Kenyon in 
1795.* The results were doubly disastrous in the places where 
it was tried: the early success of the ex(x>riment led the justices 
of the peace to begin that improvident method of poor relief 
known as the allowance .system;'' and the practice of rating 
stock in trade, which was confinwl to the old clothing district 
in the south and west of England, resulted iii the rapid decline 
of the ancient staple industry and a transfer of the business to 
Yorkshire, whore ])er.sonalty was not as-sessed.'’ When the 
principle was tested in another district in 1839, the courts again 
upheld the practice." As a c(mse(iuence, a law was passed which 
exempted personalty from taxation,^ i)ut it was powerless to 
bring the trade back to its old channels. The exempting law 
was enacted for only a year, but it has been annually renewed 
ever since." Thus for the last half century the local property 
tax in England has been legally as well a.s actually a tax on pro¬ 
ductive real estate alone.® 

‘ Import o/ the Poor Law CommiiHionerx on IjocoI Taxation, 1843, 8vo 
edition (1844), p. 43 ct seq., and espc(;ially pp. .'14-38. This contains an 
excellent history of local ta.xat ion in (treat Britain. A more recent work is 
Edwin Cannan, The History of ImoI Itates in England, 1896 (2d ed., 1912). 

> Rex vs. Ringwood, 1 Cowp, 326. 

• Rex^ vs. Mast, 1 Bott. 204. For a detailed statement of the case see 
Appendix A to the Eeport of the Poor Law Coinmisidoners on Local Taxa~ 
ti&n, 1843, nos. 35-94. The existence of t he gimeral property tax can still be 
seen in 1791. Cf. Rex vs. White, 4 T. R. 771. 

‘ By the Speenhamlami Acl of 1795. See Fir.Ht Annnal Report of the 
Poor Law Commissioners, 1S.'!5, p. 207. 

® Report of the Poor Law Commissioner.^ on Local Taxation, 1843,8vo edi¬ 
tion, p. 38. 

• Queen vs. Lum-sdaine, 10 Adol. and Ellis, 157. 

. ’3 and 4 Viet., chap. 89, provided that it, should not be lawful “to tax 
any inhabitant in respect of his ability derived from profits of stock in trade 
or any other property," except “lands, houses, tithes impropriate, propria- 
tions of tithes, coal mines, or saleable underwoods.” 

• By the Expiring Laws Continuance Act 

• Thorold Rogers, Local Taxation, espedally in Eriglish Cities and Towns, 
p. 16. Cf. also Cannan, op. oil., passim; Noble, Local Taxation, p. 58; Pal- 
grave, Local Taxation in Great Britain, p. 78; Goschen, Reports Speeches 
on Local Taxation, p. SO; Phillips, ‘Txwal Taxation in England and Wales,” 
in Probyn’s Local Government and Taxation in the United Kingdom, p. 502; 
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Scotland has had an esjiecially interesting history because of 
its later industrial development and of the consequent survival 
of the old system almost to our own day.‘ The local tax in 
Scotland, as in England, originated with the Poor Act. The 
earliest law providing for compulsory in lieu of voluntary con¬ 
tributions was the Vagalx)und Act of 1574, which authorized 
the elders and deacons in towns and the headsmen of rural 
parishes “by their good discretion to tax and stent the whole 
inhabitants of the iiarish . . . according to the estimation of 
their substance.” “ Tlic “stcnt-roU” was to be revised yearly 
according to the “incrca.sc or diminution of men’s goods and 
substance.” In KWh a more general act wiis pa.s.sed empowering 
the commissioners, wlum they found the voluntary contribu¬ 
tions inadecpiate, to stent tiic parishes according to their ability 
and wcidtli. In all thes(! matters the criterion of ability was 
declared to be the “estates and conditions” or the “goods and 
substance ” of the inhabitants.’ In 1003 the important ch.ange 
was introduced that one half of the charge was to lie assessed 
on lands and only the other half on the inhabitants according 
to their means and sidistance. In 1092 this w!is made a general 
rule.'* For a long time the tax included personal estates and 
even the income of professional classes and artisans.’ In the 
various boroughs and parishes the practice was exceedingly 
diversified, although personal property in most cases slipped out 
of the a.s.sessment. The .Act of 1845 granted wide option to 
the parochial boards. Several alterations were permitted, 
one of which included an a.s.ses.sment “upon the whole inhabit¬ 
ants according to their means and substance.” ® By 1847 out 
of 558 parishes that used their rating powers only 71 employed 
the method of means and sub.stance, the great mass imposing 

Bilinski, Die GemeindeheMemrung urvd ikrcn Reform, p. 36 el seg. Sec also 
Hedley, Oheermtione mi the Ineidence of Local Taxation (1884), who opposes 
the exemption of stock in trade and the atuanpls to gel machinery exempted 
from ratability. Cf. G. II. Blundcn, IakoI Taxation ami Finance, 1896. 
Some interesting material may also be found in J. J. O’Meara, Municipal 
Taxation at Home and Abroad, 1894. 

William Kennedy, English Taxation, London, 1913, pp. 20, 

47, thinks that 1 have not allowtsl snflicienlly for the income idea in the 
medisDvat proirerty taxes. But sixj Bnmo Moll, Zur Geschichle der englischen 
vnd ametikanischen Vermdgensteuern, 1912, esp. pp. 17-35 where my con¬ 
clusions are confirmed. 

‘ Cf. especially the work of Turner, citixl supra, p. 49, note 3. 

• Ibid., p. 14. ' Ibid. * Ibid., pp. 21, 34. 

‘ Ibid., p. 38. • Ibid., pp. 44-46. 
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the tax on real estate, one-half on owners and one-half on 
occupiers. By 1860 out of 752 parishes only 25 used the “means 
and substance” method. In 1861 the Baxter Act abolished 
rating on means and substance in all parishes where it had been 
introduced since 1845. A very few parishes retained the sys¬ 
tem by right of usage previous to 1845, the last to maintain 
the custom being (Ireenock, where it continued to exist accord¬ 
ing to a curiously progressive scale, until 1880.* The system 
was abolished because it was linally realized by the owners 
of real estate that the exemption of personalty really increased, 
rather than diminished, the viduo of their own real property.^ 
Thus came to an end the local general property tax in Scotland. 
As we have seen abov(!,^ it was only a few years more before 
the state general proi)erty tax followi'd suit. 

Hi,story thus everywhere teachc's the same les.son. As soon 
as the idea of direct taxation has forced itself into recognition, 
it assumes the practiiad shai)e of the; land tax. This soon de¬ 
velops into the general property tax which long remains the 
index of ability to i)ay. But as soon as the mass of property 
splits up, the property tax becomes an anachronism. The 
various kinds of p(>rsonalty escape, until hnally the general 
property tax completes tlu^ cycle of its development and re¬ 
verts to its original form ol the n'al property tax. The property 
tax in the United States is simply one instance of this universal 
tendency; it is not an American invention, but a relic of medisc- 
valism. In substance, altlunigh not in name, it has gone through 
every phase of the development, and any attempt to escape 
the shocking evils of the pri'sent by making it a general prop¬ 
erty tax in fact as well as in nanu' is foredoomed to failure. 
The general property tax as the child source of revenue is im¬ 
possible in any complicated social organism. Mediaeval methods 
cannot succeed amid modern facts 

V. Themj of the Gcno al Properly Tax 

While it is generally confessed that the property tax, as 
administered in the United States, is a failure, it is sometimes 
contended that if thoroughly executed it would be a just tax. * 

’/W'Up..52. “Supra, p. 50. 

While there is no fairer or better mode of tnxiilion than the ad valorem 
system properly and justly administered, there is none more oppressive or 
unjust and unequal when loosely or imperfectly executed.” Report of the 
Comptroller-General of Georgia, 1894, p. 5. 
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The theory of the general property tax designed as the sole or 
principal source of state and local reveniK!, as st!t forth in almost 
all our state constitutions, is held to be correct in principle. 
Is this true? 

In the first place we must disabuse ourselves of the idea 
that property, as such, owes any duty to pay taxes. The state 
has direct relations not with property, but with persons. It 
is the individual who, from the very fact of his existence within 
the state, is under definite obligations toward the state, of 
which the very first is to protect and support it. The state, 
inileed, can exist without the particular individual, but the 
individual cannot exist without the state. Every civilized 
community professes to tax the individual according to his 
ability to i)ay, which may, indeed, be measured by his prop¬ 
erty or by any other standard. In the last instance, however, 
it is the individual who really owes this duty. 

But is profx’rty the true test of ability? In primitive com¬ 
munities it is to a certait) extent. Every freeman is a proprietor, 
and all arc supported by tlie produce of the land. Comparative 
equality of we.'dlh gives conqiarative equality of opportunity, 
and the finer differences in ability fo p.ay are not yet recognized. 
In the early stages of sociedy proi)erty is indeed a rough test 
of ability. 

But a change soon sets in. As society differentiates, classes 
arise who support themselves not from their property, but from 
their earnings. M.anifestly he who earns a salary cannot be 
declared entirely devoid of ability to pay, a.s compared with one 
who receives the same amount as interest on a principal, or as 
profits on property. Moreover, the productiveness of property 
becomes a controlling element in calculating the owner’s ability. 
Of two factory OAvners, one may be running full time and making 
large profits; the other m.ay be compelled to keep his factory 
closed, earning nothing. Of two landowners, one may employ im¬ 
proved processes and enjoy a large product; the other, although 
on equally valuable land, may suffer climatic reverses and 
produce far less. Of two capitalists, one may invest his property 
so as to obtain large proceeds; the other may put an equal 
amoimt into an enterprise which yields very little. It is plainly 
incorrect to say that the ability in the.se cases varies with the 
property. The test of ability is shifted from property to 
product, proceeds or earnings. 

The truth of this principle is faintly recognized in the legis- 
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ktion of all countries one step removed from the primitive tax 
system. Its application can he .seen in some of the medimval 
town taxes, where the earnings of tlie artisans and tradesmen 
were taxable, as evidences of ability or faculty, side by side with 
the property of others. It can be seen also in various attempts 
of mediteval states to tax the proceeds or rents of land, the 
.'diaries of officials and the products of individual exertion. In 
like manner, it can be .seen in the early legislation of the Ameri¬ 
can colonies, rtiiis the law tax of 1034 in Massachusetts Bay 
provided for the a.s.scssment of ca(4i man “according to his 
estate and with consich-ration of all other his abilityes what¬ 
soever.” The measure of ability, however, was still property, 
as appears from the provision of 1035 that “all men shall be 
rated for their wholt! abilitie, wheresoever it lies." By 1640, the 
glimmering of the new idea is seen; for the law now provides 
not only for rating of all “estates, botli real and personal,” but 
also for the taxation of “manual persons and artists,” who 
“are to be rated for returns and gains proportionable unto other 
men for the produce of their estates.” In other words, not only 
property but product was taken into account. In many of the 
other American colonics, also, the profits of certain cla.sses were 
taxable like the produce of estat('s, by what was known as the 
faculty tax or the !i.sse.s.sin(>nt on the faculty.' We see, there¬ 
fore, how wide of tla; mark is tlie statement that the system 
which the Americans instinctively adopted was “the equal 
taxation of property, the non-taxation of labor.” 

In the colonies, indeed, these laws mark only the first faint 
attempts to substitute product for [iroperty as the basis of 
taxation. Later on, tla; distinction was lost sight of and the 
attempt abandonetl. But in I'juropo the development con¬ 
tinued and the basi.s of the tax system was changed from prop¬ 
erty to product. Thus taxes on land, houses, w.ages, salaries, 
interest, profits, etc., gradually supjjl.mted the property tax, and 
formed a more or le.ss complete systeni based on product. In 
modem societies, as we have se('u, the basis of taxation has 
very recently again shifted from product to income. The 
point here to be noticed is that throughout all Europe the 
mediteval basis of taxation—the mass of property—was aban¬ 
doned because it no longer corresponded to the demands of jus¬ 
tice. The property tax is theoretically unjust because property 

‘ For the details of this development seeSeligman, The Income Tax, 1911, 
367 et eeq. 
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no longer measures the ability to pay—because property has 
been replaced by product as an index to faculty. 

This is the reason for the failure of the proiJerty tax. It 
has, indeed, Ijeen contended by some, as, for instance, by Presi¬ 
dent Walker, that the fatal defect of the property tiuc eon.sists 
in its constituting a penalty on savings.^ This criticism seems 
to be questionable, for the .same objection would attach to any 
tax based on income just so fur lus income exceeds expendi¬ 
tures. An income tax on tlie surplus is equally a tax on sav¬ 
ings. There is no difference in this respect between a property 
tax and this portion of an income tax. The only logical con¬ 
clusion from this objection to the property tiix is a tax on ex¬ 
pense. If we wish to avoid taxing savings, we must tax only 
ex|)cnditure. And yet President Walker correctly opposes the 
expense tax as the most unjust of all. The property tax is un¬ 
just, not becaus(! it is a penalty on savings, but because prop¬ 
erty is no longer a measure of al)ility. 

There is not a single scientist of note who upholds the prop¬ 
erty tax as the sole or chief direct contribution. Some of the 
(It'rman writers on finance do, indeed, advocate a general prop¬ 
erty tax, but simply as a suborditiate supplern(mt to all existing 
direct taxes,’* and mainly as an adjunct to the income tax, in 
order to tax income from property more than professional or 
individual earnings. These writers, however, overlook the 
fact that the same result may be attained by making a differ¬ 
ence in the rate of the imxnnc tax, as in Italy. The post-bellum 
examples of the taxation of property in the shape of a capital 
levy as in (lernuiny ami Italy in li)2() not oidy constitute supple- 
mentai-y sources of revenue but are obviously emergency meas¬ 
ures and not subject to repetition. 

One other argument of somewhat more weight is sometimes 
advanced in favor of the property tax, viz., that under any 
other system unproductive propr'rty, like jewellery, art collec¬ 
tions, unimproved lands, etc., would be exempt. This con¬ 
sideration at its best does not justify a general property tax, 
but a tax on special kimls of property. Entirely apart from 
the impolicy of taxing art collections, or the impossibility of 

' Pditiml Science Quarterly, vol. iii. (1888), p. 3. 

•C/. Gustav Cohn, Finamwissemchafl, §475: "Neben der Erwetbsbe- 
steuening blefbt f Ur die Besitzbeateuerung heute nur ein beschrUnkter Kaum 
Ubrig.” See the English translation, p. 568: "The taxation ol earnings as 
it exists to-day leaves but scant room for taxes on possessions." 
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discovering jewellery, or the utter insignificance of this kind of 
property when compared with the total national wealth, the 
argument is defective. The conversion of capital into unpro¬ 
ductive wealth of itself destroys the revenue, which is the only 
true fund for the payment of taxes. It is undeniable that if 
the property were productive, and if the tax were levied on the 
product, the owner would pay a larg(!r sum. Hut on the other 
hand, his revenue would be still greater and his annual sur¬ 
plus above the tax would constitute an ever-increasing pro¬ 
ductive fund. To leave unproductive property free may thus 
indeed lessen the share of the government, but seems to be 
nothing more than justice to the individual. His renunciation 
of revenue diminishes pro tanto his tax-paying ability. It is 
really only because of the Ix'lief that the possession of these 
articles of consumption involves an expenditure for their main¬ 
tenance, or forms an indirect proof that their owner is able not 
only to retain these articles of luxury, but also to live in com¬ 
fort on his income, that wo attempt to tax tliis kind of property. 
In other words, just iis relatives expenditures of certain kinds 
afford a rough criterion of a man’s income, because his stand¬ 
ard of living usually bears a fairly di'fmite relation to his income, 
so the taxation of special artich's of pro[)erty may really be con¬ 
sidered an indirect way of getting at relative revenue. But 
preci.sely because it is very rough and indirect, it is in the main 
unsatisfactory. 

The great element of reason in the demand for the taxation 
of unproductive property is to be found in the assessment of 
real estate. It is an undoubted fact that real estate is often 
held for speculative |)ur|)oses, and that it is the duty of the 
community not to encourage such speculation by exempting 
vacant lands from taxation. The owner expects to reap from 
the future value of the land, whether he sells or keeps it, a sum 
more than sufficient to recompense him for his outlay and inter¬ 
vening loss of interest and profit, lie is prospectively earning 
an annual revenue from the land, whose present unproductive¬ 
ness is technical rather than real. It is thus perfectly logical 
to tax unproductive real estate even though the basis of taxa¬ 
tion be product rather than property. It is the estimated, 
rather than the actual, product that is ta.xed. 

But even granting that there is this justification for a tax on 
certain forms of unproductive property, it would not strengthen 
the case for a general property tax. At best it would simply 
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mean that the tax on product should be supplemented bj 
a tax on certain kinds of unproductive property, which art 
really prospectively productive. No one has ever objected to a 
real estate tax, whether it bo levied on the basis of value or oi 
assumed product. But a real estate tax is not a general property 
tax; the principle of the real estate tax does not signify that 
property in general should be made the test of ability to pay. 
We may, therefore, .still a.ssert that if there are any evils arising 
from the absence of a general property tax, they are slight when 
compared to the evils inseparable from its existence. 

VI. Conclusion 

From the preceding survey it is difficult to escape the con¬ 
clusion that the general prop<*r1y tax as the main source of 
public revenue is a failure from the triple standpoint of history, 
theory and practice. 

Histnricatiij, the property tax was once well-nigh universal. 
Far from being an original idea which the Americans instinc¬ 
tively adojjted, it is found in all early .societies whose economic 
conditions were similar to those of the American colonies. It 
was the first crude attempt to attain a .semblance of equity, 
and it at first responded roughly to the demands of democratic 
jusMce. In a community mainly agricultural, the property tax 
was not unsuitcrl to the social conditions. But as soon as com¬ 
mercial and industrial coasiderations came to the foreground 
in national or municipal life, the property tax decayed, became 
a shadow of its former self and, while professing to be a tax on 
all property, ultimately turned into a tax on real property. 
The disparity between facts and appearances, between prac¬ 
tice and theory, almost everywhere became so evident and 
engendered such misery, that the property tax was gradually 
relegated to a subordinate jiosition in the fiscal system, and was 
at last completely abolished. All attempts to stem the current 
and to prolong the tax by a more stringent administration had 
no effect but that of injurioius reaction on the morale of the com- 
mimity. America is to-day the only great nation deaf to the 
warnings of history. But it is fast nearing the stage where it, 
too, will have to submit to the inevitable. 

Theoretically, we have foimd that the general property tax 
is deficient in two respects. First, the theory presupposes that 
there is an ascertainable general property—a definite surplus 
of assets over liabilities. In primitive social conditions this is 
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true; there is a composite mass of property, because there is no 
industrial differentiation. But in the modern age property is 
split up into a hundred elements, so that if we attempt to tax 
each element separately, it is often impossible to decide from 
which category deductions are to bo made for indebtedness. 
An individual, for instsincc, owes more on liis book accounts 
than is due to him. (Jranting that he therefore pays no tax 
on his book accounts, shall he i)e permitted to deduct this sur¬ 
plus of debt from the value of his real estate? This is mani¬ 
festly inadmissible. And yet unless this is done he is taxed not 
on his property, but on his surjilus of debt—not on his real 
assets, but on what he owes; not on his ability, but on his 
liability. The theory of tla; property tax is not carried out; 
and it cannot be carried out liccausc the conditions of the 
theory fail. The general mass of projierty has disappeared, and 
with it vanishes the foundation of the general property tax. 

Secondly, the property tax is faulty, because property is 
no longer a criterion of faculty or tax-paying capacity. Two 
equal masses of property may be une(|ually productive, and 
hence unequally affect the margin of income from which the 
public contributions are paid. The standard of ability has 
been shifted from property to product; tla^ test now is not the 
extent, but the produtdivity, of wealth. And since revenue is a 
better index than wealth, the vast class of earning.s derived 
not from property but from exertion is completely and unjusti¬ 
fiably exempted by the taxation of itroperty alone. The theory 
of the proptTty tax again fails because tiie conditions of the 
theory have disappeared. 

Practically, the general proi)erty tax tus actually admin¬ 
istered is beyond all doubt one of the worst taxes known in the 
civilized world. Because of its attempt to tax intangible as 
well ^ tangible things, it sins against the cardinal rules of uni¬ 
formity, of equality and of univcirsality of taxation. It puts 
a premium on dishonesty and debauches the public conscience; 
it reduces deception to a system, and makes a science of knavery; 
it pr^es hardest on those least able to pay; it imposes double 
taxation on one man and grants entire immunity to the next. 
In short, the general property tax is so flagrantly inequitable, 
that its retention can be explained only through ignorance or 
inertia. It is the cause of such crying injustice that its altera¬ 
tion or its abolition must become the battle cry of every states¬ 
man and reformer. 
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TIIK SlNdl.K TAX 

Among the projects for soeiiil noil l:ix reform, few have been 
more ciirnestlv mid enthiisin.stie:dly supimrled than the single 
tia. Many persons, however, have only a faint idea of what the 
project really is; while others have been so inllneneed by the 
alluring arguments of its advea’ates, that they have not troubled 
thcnaKelves to investigate the problem from the standpoint of 
modern economic science, bet ns attempt, in the following 
■ Page.s, to CX|)lain tlm natnre of the single tax and to consider 
*critically the arguments that are commonly urged in its favor. 

I. W'IkiI /.V the Sinijlr Tiix? 

In the first place, Uiejsijigh: ta.x diamtes, as its name implies, 
the only tax, the I'xehisive t.ax, thi' tax ini some QUii.clasii.of 
iJjjQgg. 1 he idea that the wants of the state may be supplied 
by such a tax is not a new one. During the seventeenth and 
eighteenth centuries, a band of reformers in hlngland as well 
as on the continent put, forward the idea of a single tax on ex¬ 
pense.* bo many of tlu' privileged elass('s had succeeded in 
securing exemption from the various ilireel taxes, th.at it wa.s 
hoped to realize a substantial universality of taxation by taxing 
everyliody on his expimditure; and since it was suppostxl that 
this tax could bi* evaded by no one. it was for a time very popular. 
Later on in the eighteenth century there was a party in Eng¬ 
land whose motto was a single t.ax on houses.- Again, at the 
bcgimiing of the ninetr'cnth l•entury the ex|«'rience of Elngland 
with the income tax h'd a number of writers on the continent 
to advance the plan of a single tax on incomes.’ Toward the 
middle of the century, again, a single stamp tax was advocated 

' Supm, p. 8. 

19* ami lt,d,l,im af Tamlim, 4th ed., 

•For the German a.lv()eate.sef ihLs .si„g|o lax see .S,tigman. The Income 
Tax, 2d ed., 1^*14. pp. 234-2;Jt). 

lUi 
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in France,* and a generation later, the project of a single tax on 
capital was entlmsiiustically advocated not by socialists, but by 
conservative reformers." The single (ax pnxjainied by Henry 
George is thus simply the la.st of many similar schemes that have 
been propoundcal; and it is not improbable that after it has dis¬ 
appeared economists of the futim^ will lie occupied in dealing 
with yet another form of singh; tax. 

scheme is a single tax on land values—that^ia^ 
a tax on the value of the i>are land irn'spective of the buildings 
or (dhw improvements in or ( a the land. GuriouSy eiwugh 
the taxation of land has been supporlc’d by two lines of argument 
which are fundamentally opposed. 'I'hus about a gi'iieration ago 
Mr. Isaac Sherman, an eminent citizen of the city of New York, 
proposed a plan by which .all slate an.l loc.al taxes at least were 
to be levied on real estate. .Mr. .'sla rman and his followers con¬ 
fessed that taxes ought to be borne by the whole community. 
They favored the taxation of l.and on the theory that the tux 
wcKild be shifted from the landowner to the consumer, and would 
thus bedillused throughout the community. As every one is a 
consumer, each would in the laid bear his .share of the burden. 
The tax would, moreover, have the additional merits of sim¬ 
plicity and convenience. 

Many peojile to-day declare llu-ir adhesion to a tax on land 
for this rea.son. But it is remarkable that what constitutes 
the chief advantage of the tax in the eyes of this party is re¬ 
garded in precisely the oiijiosite way by the real advocates 
of the single tax on land vahu's. Mr. Sherman said that the 
tax on real estate is to be recommendcHl because it falls only 
nominally on the owner, and is in fact shifted to the consumer. 
Mr. George said that tin' tax on land values will stay where it 
is put, namely, on the landowner, and that it is to be recom¬ 
mended precisely because it will not be shifted to the ermsumer. 
The difference betneiai the two theories could not be more 
fundamental. 

As between these two theories, there is a substantial con¬ 
sensus of opinion among economists that Mr. George is correct. 
From the time of Bicardo, it has been well-nigh universally con- 
fessed that a tax cm land values, f.c. a tax on economic'fet^ 

* Alexis Wilhelm, Projel d'impdt unique unwerml «ur la fortune puhlique. 
Paris, 1850. 

* jBspecially Menier and his followers. For these see Seligman, The ht^ 
come Tax, 2d ed., 1914, p. 290. 
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will foil wholly on the owner. ‘ This i.s preei.sely the remn why 
iFe scheme is advocated by the single-tuxens, who desire to tax 
the landowner out o! e.vistenw!—to fake away from the owner 
of the land all his revenue rights in the land. The essential 
antagonism betwwn the two schemes, therefore, cannot be 
emphasized too strongly. The one desires a land tax because 
t will l)(! borne by tlie whole community; the other desires a 
;ax on land values lieeause it will be borne ml by the whole 
immunity, but by a p.articular class. Yet many persons who 
(‘ally favor the former theory mistakenly give their adhesion to 
di(' latter. There an^ many self-styled .single-taxers who simply 
jelieve that a land tax is the most convenient of all methods for 
lecuring the desired erpiality of burden. In reality, there is no 
dnship l)elweeu ttiem and the single-taxers proper. Mr. George 
vinns us not to confuse a tax on lainl with a tiix on TStlyalue, 
Another point which needs esp('cial emph.asis is the distinc- 
;ion to b^observed bedween the single tax and a tax on^and 
values. Tlie single tax with which we have to deal is indeed a 
;ax on land values, but a tax on land values is not necessarily 
V single tax. The es.scntial feature of tlu^ single tax is the 
(ingleness of the tax—the demand for tin; abolition of all other 
aues and the substitution of a tax on land values. This is 
lomething (piite different from the demand for a tax on land 
values ivs a supplement to other tiuxes. The addition in recent 
vears of a tax on laud values to the tax systems of various 
muntrics must not be int('rpreted to lx; an acceptance of the 
single-tax philosophy. The more modern advocates of the 
“single tax limited,” i. e. a locid tax on land values plus a state 
tax on corporations, plus p('rhaps a national income tax are 
really not .single-taxers at all. The distinction between the 
single tax tmd a tax on land values is of fundamental importance. 

II. The General Theory 

The general economic theory on which the demand for the 
single tax is based may be summwl up in a few words. Land is 
the creation of God; it is not the result of any man’s labor; no 
one, therefore, hjis a right to own land. Increase in the value 
of land is due mainly to the growth of the community; like the 
land itself, it is not the result of any individual effort; it is an 
unearned increment which properly Ix-longs to society. More- 

' See Selignmn, The Shifting ami fmdenrr nf Taxalim, 4th ed., 1921, 
pp. 281-287. 
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over, private property iti land is undoubtedly the cause of all 
social evils. It therefore iM'comes the duty of the government 
to take what rightfully ladongs to the whole eommunitv. Every 
one may still retain the result of his own lalwr; but the value 
of the bare hind, the economic! rent, mu.st Iw taken for the state. 
In this way, and in this way alone, can the social problem be 
solved. The eoasixpiences are epitomized .‘is follows in the 
platform of the Single Tax Ix'ague: “ It would solve the labor 
problem, ilo away with involuntary poverty, raise wages in all 
occupations to the full earnings of labor, make ovi'r-production 
im|)ossible until all luitnan wants ,ire •satisfu'd, rendi’r labor- 
saving inventions a blessing to all, and cause such an enormous 
prtxluction and such an eiiuitable distriliution of wealth as 
would give to all comfort, leisure, and jiarticipation in the ad¬ 
vantages of an advancing civilization.” 

This is an inviting ])ros]M‘ct. It is not so much a method of 
tax reform, as a panacea for human ills, that is here set forth. 
It would 1 h‘ interesting to discuss this fine fabric of the ideal. 
But we must be more modest and confine our attention to the 
scheme iirimarily as a iiraclic.il method of tax reform. 

In order to attain a basis for this discu.ssion, it is necessary 
to allutic to the two fundamental doctrines on which the plan 
is founded. The first is the underlying thiiory of private 
properly; the second is the theory of the relation of the individ¬ 
ual to the public jiurse. 

In the firs t place, the single-tax theory of propeity ia Ihe 
labor th eory—the theory that indiyiduai human, labor, epn- 
stitu tes tlicj,)njyj;leay title to propexty. It would Ire interesting, 
were there space, to trace the genesis of this doctrine. The 
Romans, as is well known, bail an entirely differiint theory— 
the occupation theory, based on the right of the first occupant. 
Against this rather lirutal doctrine, which in the early middle 
ages paved the w.ay for intolerable abuses, the philosophers 
advanced the labor thi.'ory, hoping thereby to bring about a 
reform in actual in.slitutions. The labor theory went hand in 
hand with the doctrine of natural rights, which was the result 
of an earnest attempt to abolish the abuses of the anden rigime, 
and which came to a climax in the eighteenth century. Modem 
jurisprudence and modem political philosophy, however, have 
incontestably proved the mistake underlying this assumption 
of natural law or natural rights. They have shown that natural 
aw is simply the idea of particular thinkers of a particular age of 
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whftt ought to be law. These partieular thinkers, indeed, often 
influence the social <•onseiousn(^ss, as they in turn are influenced 
by it, so that natural law may be called law in the making. But 
at any given time it represents simply an ideal. Whether that 
ideal will approve itself to society depends on a variety of cir- 
cumstanecs, but childly on the (luestion whether society is 
prepared for the change, .lust as the modern theory of-juiia." 
pruilence is .soiriological in character, .so also the modern theory 
of,property may bi‘ c.alled the social utility theory.* 

The social utility theory says that just. ;us all hiw, all order and 
all justice are the direct outgrowths of soi-ial causes, and just 
as private ethics is nothing but the eonse(|uence of social ethics, 
so private property is to he juslilieil simply by the fact that it 
is the last stage of a slow and painful social evolution. At the 
outset, property, and espeidallv properly in laud, was largely 
owned in common. It was only Ihi'ough the gradual progress of 
economic and social fons's that, private property came to be 
recognized lus tending on the whole to further the welfare of 
the entire community. The .social utility theory docs not, of 
course, mean that what has once been must always be. It is 
not a reactionary doctrine which looks upon all that is as good. 
It simply maintains that the burden of proof is always upon 
the party urging the change; and that when the change ad¬ 
vocated is a direct reversal of the progress of centuries, and 
a reversion to primitive conditions away from which all hi.story 
has travelled, the necessity for its absolute proof becomes far 
stronger. The nationalization of land is a demand which, in 
order to win general acceptance, must be ba.sed on theories 
independent of the doctrine of natural rights. 

Even though we accept the theory of natural rights, we need 
not therefore aeci'pt the single tax. If it is said that the value 
of land is the work of tht‘ community, and that in consequence 
every one hits a natural right to it , how can we logically deny 
that the value of any .so-called proiluci is, at least partly, the 
work of the cominunity? Mr. (leorge bases his defence of private 
property in comimKlities other than land on the labor theory. 
Yet individual labor, it may lx* saiil, has never by itself product 
anything in civilizixl society. Take, for example, the workman 

’For « good exposition of the in.siilli('iiniw of the doctrine of natural 
rights, adisciiisionof winch wonll Ix'out of place here. I he reader is referred 
to Ritchie, Nalitrui Kighls, IS!).'); lunl, witii s|Hrial reference to the land 
question, to Huxley's essay on “ N'atural liigbts," in his CoUeeUd Sssoys. 
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fashioning a chair. The wood luas not liccn produced by him; it 
is the gift of nature. Tiie tools that he u.ses are the result of the 
contributions of otliers; the liouse in wliich he worlts, the clothes 
he wears, the foiKl he eats (all of which are netassary in civilined 
society to tlii^ making of a chair), are tlic result of the contribu¬ 
tions of the <a)mmutiity. His safety from robbery and pillage— 
nay, his very existence—is depiaident on the (caseless co¬ 
operation of the .society about him. How can it be said, in the 
face of alt this, that his own individual labor wholly creates 
anything? If it be maintained that he ])ays for his tools, his 
<‘lothing and his [iroteclion, it may be answered that the land- 
owner also pays for the land. Nothing is wholly the result oiitp- 
aidtal individual labor. No one has a right to say; This belongs 
absolutely and comph'tely to me, because 1 alone have produced 
it. Society, from this ])oint of view, holds a mortgage on every¬ 
thing that is produced. 'I’he socialists have been in this respect 
more logical; .-md th.at ])erhaps exjilains why the movement to 
which Mr. tleorge gave such an impetus in England and else¬ 
where is fast changing from one in favor of land nationalization 
into one for nationalization of all means of prwluction. The 
socialists, indeed, as well as Mr. (leorge, are in error, because 
the nrerni.ses of each are wrong. It is not the lal)or theory, but 
the social utility theory, which is the real defence of private 
property. Hut if w(; accept the pn'mi.ses of the single-taxers, we 
are inevitably impelled to go further than they do. The dif¬ 
ference between property in land and j)roperty in other things 
is from the standpoint of individual vcthuh social effort simply 
one of degree, not of kind. 

The o^er fundamental iloctrine of tin' advocates of the single 
tax IS the tlTeory of benefit,—the doctrine that a man ought to 
contribu te.to public b urde ns in pro[)ortion to the benefits that 
he re^rvis^ The tlnsiry is that, since tTie mdTvKliialgeta a 
special aJ^ntage from the community in the shape of unearned 
increment, he ought to make some recompense. To this con¬ 
tention, two answers may lx; made: first, that the benefit theory 
of taxation is inadequate; and second, that, even if it were true, 
it would not support the single tax. Let us take up these in turn. 

It is pointerl out in another chapter that the payments made 
by the individual to the government are excewlingly diverse 
in character.’ Where the government acts simply as a private 
individual, in performing certain services for the citizen, the 
* Infra, chap. xiv. 
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payment is a price. It is a case of do ul facias. The govern¬ 
ment does something; the individual gives something. Again, 
even after common interests li.ave developed, the individual 
may ask the goveniment to do some particular thing for him, 
to confer some privilege uikui him. He may wish to get mar¬ 
ried or to run a cab. hor this particular privilege it is perfectly 
projicr that the government should make a charge—known in 
modern times as a fee; or toll. Again, the government may be 
at considerid)lc expens(^ in laying out a new street, the result 
of which will be to eidiance tie; value of a i)articulur plot of 
ground. 'I’here is here no reason why the government should 
not .demand that the owner of this plot should defray, at all 
events in part, the cost of this ini])rovcmcnt. This is called a 
special assessment. In .all th(',se cases the individual receives 
an undeniable, spraaal benelit as the result of a special expendi¬ 
ture made, or privih’gc conferred, by the government. The 
principle of give and take, therefore, is applicable. 

On the other hand, Inhere are certain actions of the govern¬ 
ment which interest the whoh? community, and from which 
the individual recaaves no beni'fit, except what accrue.s to him 
incidentally a.s a member of the community. If the govern¬ 
ment undertakr's a war, no one (atiz(Mi is lienefited more than 
another. If the government sp(auls money for instituting it 
public school .systian, lor (acetiug tribuiiids, or for preserving 
the public health, it cannot be claimial that an.v one individual 
receivi’S a meiusuriible, sjieci.al laaielit; ;dl tire erpially interested 
in got)d governmiait. VWaai iiiiyimnt is made for these general 
expenditures—iind such a paj iruait is radled a tiuc—the prppgr 
principle of contribution is no longer that of benefits or of 
give and tidee, but r)f abilitv, faculty, capacity. Ever.v man 
must .support tin- government to the full extent, if need be, of 
his ability to pay. He does not measure the benefits of state 
action to himself first, because these benefits iire quantitatively 
unmeasurable: and secondly, Irecause such measurement im¬ 
plies a decidedly erroneous oonce|)tion of the relation of the 
individual to the modern state. 

At one time the doctrine of benefit had a relative justification. 
Two centuries .ago, when the alxsolute rulers of central Europe 
loaded down their subjects with grievous burdens and devoted 
the profits to their own ijctty pleasures—when in France, for 
example, the pea.sant was texable <1 mrei et nMricorde of 
the nobility—it was natural that a school should arise to pro- 
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test and to proclaim the principle of benefits. Their argument 
was that as the state protects overylMKly, cverylxxiy is under a 
duty to pay taxes; in other words, their plea was for universal¬ 
ity of tnxjition. This wiis a distinct .step in advance. Later on, 
however, the doctrine was stretched to assert that everybody 
should pay in projwrtion to lienefits received, with the implica¬ 
tion that if the state could not lx? proved to confi r any special 
lx?ncfit on the individual, he should not be held to pay any¬ 
thing. 

As thus extended, the theory has been rejected by well-nigh 
all the thinkers of the last fifty yc'ars. It is now genfiraJto' 
ng r<?c<l that wc pay taxes iiot_ bec;uise ttie state profeta 
Txc.ausc we get anj’ IxncEts from the state, but sirnply teeause 
the s tate is a part of us. The duty of supiwrting and pro- 
t(?cting it is Iwrn with us. In civilized society the state is as 
necessary to the individual as tlu‘ air he breathes; unless he re¬ 
verts to stateless savagery and anarchy he cannot live beyond 
its confines. His (“very action is conditioned by the fact of its 
exist(“nce. lb' do(>s not choose the state, but is bom into it; 
it is intenvoven with the very fibn's of his being; nay, in the 
last re.sort, he gives to it his very life. To s;(y that he supports 
the state only because it lienefits him, is a narrow and selfi.sh 
docrine. We i)ay taxes not becau.se we get lx‘nefits from the 
state, but lx?causc it is ,a,s much our duty to support the state 
as to support ourselves or our family; because, in short, the 
state is an integral i)art of us. 

The principle of Ixnefit, moreover, would lead us into the 
greatest absurdities. If we accci)t it, wc must apply it logic¬ 
ally; we must not restrict its l)eneficent workings to the land- 
owner. As has lieen [(ointed out in another place,' the poor 
man, according to the theory of benefit, ought to be taxed 
more than the rich, lieeause he is less able than the rich man to 
protect himself. It is, however, necslh'ss to discuss this point 
Irecause, as wc have se('n in a previous chapter, go f ar as the 
individual is concerned, ability to pay is not only tlTc fdcal 
basis ' oTlaxatlon, but the goal toward w’hich 80 (?iety is steadily 
workin g. It lies instinctively and unconsciously at the bottom 
of many of our endeavors at reform. When wc say that in¬ 
direct taxes are often unfair to lalxjrcrs, we mean that they 
are less able than the wealthier portion of the community to 

‘ Cf. Seligmaa, Progretmee Taxation ta Theory and Pradiee, 2d ed., 1908, 

pp. iBo-isr. 
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pay the tax. When we say that a corporation with large re¬ 
ceipts should pay more than one with small receipts, we do 
so because we know that its ability to pay is greater. The prin¬ 
ciple of taaiefit is, therefore, not tla; liasis of taxation. It is 
the princ pie away from whiidi all modern science and progress 
have been working. It is founded on a false |X)litical philos¬ 
ophy, and it can result only in a false political economy. 

It may l)e eontcndc<l, how(‘ver, that the doctrine of the single¬ 
taxers is really somewliat difl'cnait, and that what they desire 
to emphasize is the principle of privilege or oiijKjrtunity, rather 
than that of Ismelit. This, however, docs not really help their 
case. It is undeniable that privilege constitutes an important 
factor in th<! tax problem; but coiTcctly interpreted, privilege 
as we shall se<’ in a subs<'(|ucot chapter,' is simply an element 
in taxable ability. The lucrative privihges that arc conferred 
on an individual increase his income or his properly, and to that 
extent augment the modern iinlcx of his taxpaying ability. 
There is therefore no real opposilion between the two concep¬ 
tions; but it is obvious that privilege is the minor hictor, ability 
the major. Privihge is one of the elements that constitute 
ability, not the .sole element. 

The result of this consideration is that a tax on land values 
is legitimate beeau.se it rea<'hes one of the eli'inents of taxable 
ability. Ilut the conclusion follows with eipial force that |he 
demand, (or a .single tax on land values is inadmissible. This 
18 true for two reasons: in thi> (irsi place it empliasizes the priii- 
dple of privilege to the neglect of all thi'other constituent ele¬ 
ments of faculty; it attempts toervet into the superior [lositidn 
a poihTof inferior importaiiei'; it laki-s a part ami makes of it a 
whole, in the second iilacc, even if the prineijile of privilege 
were put into this position of priManincnce, tiie single-taxers 
err in singling out a p.irlicular privihge and basing their sys¬ 
tem on this, to the exclusion of other larcely less important 
privileges. This (Krint will 1«‘ more fully discussed below, 
under the head of the justice of the single tax. Thus in a 
double way the single-taxers have failed to gain the assent of 
tax scientists and tax reformers. The arguments, which are of 
unquestioned validity when advanced in favor of the addition 
of a land-value tax to existing fiscal systems, lose their force in 
proportion that the emphasis is laid on the desirability of the 
single tax. 


Infra, chan. x. 
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III. Practical Defects 

Let us now leave tlie discussion of principles and come to the 
objections tlial may be urgt'd against the single tox us a. practical 
methosl of tax ri'form. To a ccrtiiin extent imk-i'd, the paths of 
American ILscal reformers ami of the single-taxers are parallel, so 
that up to a given iK)int it is the advantages rather than the de- 
fc(’tsofthe.single-taxmovementtliat,mightbeemiihasizwl. Aswe 
have pointetl out in a pn'ceding chapter, the general property tax 
has become a failun’ in Ami'riea. livery serious student agrees 
that the personal proj)erty tax as a part of tin? general property 
tax must lie abolisheil. W hat to inil in its stead is another 
(|uestion which need not be touched uiKin here. Hut the old 
must always be deinolished before the new can be erected. 
Now so far as the deslnietive side is concerned, single-taxers 
and other tax reformers may go band in hand. So ingrained is 
the Ix'lief of the average American in the virtui' of the general 
|)roiX‘rty tax that the united efforts of all are maa'ssary to effect 
a change. And where, as is sometimes the ea,s(>, the more 
moderate single-taxiTs will go further and advocate practicable 
substitutes for the present-<lay property tax, there is still more 
rea.son for eo-operatiou.' In the struggle against the common 
eneiiiv there is no time for the eombatant-s on the same side to 
lay St I iss on dilTerenees of opinion. This exjilains why it is that 
in several of the .Vmerieau states the singh'-taxers and other 
tax reformers are working in unison. Hut this harmony is, 
after all, destined to be only temixirary. After a time, when the 
perio<l for real constructive work arrives, the difference.'j are 
bound to make them.selves felt and the rift will reappear. So 
that, however greatly we may prize t lx* eo-oixT.ition of the single¬ 
taxers for a tinx', tlx- lauphasis must ultimately again be put on 
the defects of the sehenx' as a [irimtical, constructive solution 
of tax problems. Tlx'se defects may be sumiixxl up under four 
heads: First, the fise.al ilefeets; second, the political defecte; 
third, the moral defects; and fourth, the economic defects. 

1. Fiscal Defects 

One of the great aims of every sound financial system is to 
bring about an equilibrium of the budget—that is, to avoid 

' Among the most interesting ami effective of the modem single-taxeni 
is Mr. Fillebrown of Boston. Cf, especially his A. B. C. of TazalUm which 
has gone through several editions. 
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a surpluK !iM well as a deficit. Now, while many taxes may 
be suddenly lowered, not many of them can be made to give 
a suddenly increaswl yield. One of the cardinal principles of 
taxation, tla^efore. i.s ela.sticitv . In order to secure this, two 
conditions ar(^ necessary. In the first place, the source from 
which th(^ tax is derived must be of such a nature that an in- 
cnaise of the rate will always mean an increa.se of the yield. 
There should be in the source of taxation a reserve, power 
which can be drawn upon in case of newl. Secondly, the 
reveniK' should be secured from a number of obj^tf, so that 
the shrinkages or deficits temporarily dm; to t.lu; one class may 
be made good by the inere.ase or sur|)his revenues of the other 
class. Among the elastic taxes is the income tax, and it is well 
known tliat in I'inglish finance one of the chief fumitions of this 
income tax is to preserve the I'quilibrium of the budget. So 
again, certain ta.xes on commodities are often utilizisl for this 
purpose. Xlit'. .siagle tax on land values, however, is utterly 
inelast ic; for .since, according to the theory of its advocates, 
the total rental value is to be taken from the landowners, the 
single tax cannot be iimrea.sed. Where nothing lias been left, 
nothing more can be taken. In the case of an emergency there 
would, therefore, be no possibility of increasing the revenues. 
Even if the total land value were not. taken, it would still re¬ 
main true that a direct tax on the unim|)roved value of land is 
far more inelastii; than othei' taxes; for when the supply is 
constant and the price varies with the conditions of demand, 
the selling value .as well as the rental vaUn; is subject to far 
more fiinduations than in commodities where the supply may 
bo altenal at pleasurix Furthermore, as wc have .seen, a single 
tax of any kind, whether on lands or on anything else, would 
be less elastic than a system of taxes where one may be played 
off against the other. Lack of elasticity is a .serious defect in 
the single tax. 

Allot tier it, seal weakness of the single tax is that it inevitably 
iiitoiisifies the ineiiualities resulting from unjust j-^cssraente. 
"NVe all know how dilficult it is to carry out laws which provide 
for equal asses-sments. Under the real estate tax in the United 
States, for example, the iUs.sessoi-s are usually sworn to rate the 
property at its actual or selling value, and the selling value of 
a piece of land or of a house is comparatively easy to ascertain; 
yet it is notorious that in no two counties, nay even in no two 
aiijoining pieces of property, is the standard of assessment the 
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same. Thus the report of the Iowa Revenue (’ommission of 
1893, states that realty in Iowa was ussossckI at from seventeen 
to sixty ix>r cent of the true value. It is well known, too, 
that in ('hica(?o adjacent plots of real estate were until recently 
asscs.s«Hl at [x'rcentage.s of ridiculously varying dcf;ree. Now, 
it is manifestly not so easy to asssess the land values,—that is, 
the hare value of the land irresjH'ctivt' of .all iniprovimicnts,— 
as it is to a.s.s('s.s the selling value of .a piece of real estate. For 
instane(‘, an acre of ,aKri(ailtural land near a larg(^ town may he 
worth $2tH); hut if ustal for truck-farming, (aaisiderahly more 
than 1S2(K) may hav(‘ heen expiaidlal on it iluring the la.st century 
or two. Who can tell how much of the .$2tK) present value is the 
valu(! of the hare land .and how much is to he assigned to the 
labor cxpemled? Under the prcs<ait method we have at lesmt 
a delinite test—the .selling value; under the new method we 
should have no test at all. There is every likelihocxl, therefore, 
that the diltieulties of the pre.s<ait situation would lx* intensified. 
During the past few years a numher of .Vmeriean cities and 
a few states have initiated the systian of dilTenaitiating hetwetm 
a.sses.sments on land v,allies and on improvements. In every 
ease, however, hy improvements is meant in practice not the 
improvemiaits in the land, hut the improvemiaits on the land, 
and not even all the imiirovemiaits on the land, hut only those 
consi,ting of huildings. In the cities this is of course all that is 
niaaled; hut in the rural districts no effort is maile to ascertain 
land values in thi' proper sense of the term. Any attianpt to do 
so would at oina' engender the dilliiailtii's referred to above. 
Monaiver, under the [iresent systian, inade(|uate as it is, there 
is always a chance that the imixafcct laiforeiancnt of a particu¬ 
lar tax law will he offsi't by the a.s.sessment of other taxes, 
direct or indirect. Under the single tax not only would there 
he more difficulty than at iiresent in making the original assess¬ 
ment, hut any inecpiality in the as,sessment would he seriously 
inteasified by the very fact that it is a single tax. 

2. Political Dejixts 

The adoption of the single tax means the total abolition of 
all custom houses and import duties; it means that there can 
be no such thing as a system of protection to home industry. 
Many would, it is true, favor the single tax precisely on this 
account; but there are some self-styhsi “single-taxers” who 
believe that as a matter of national policy there is a justificar 
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tion for import dutips. Wlmtover wc miiy think of the economic 
justification of im|H)rt (liitics, it must he recognized that they 
may .sometimes form an imiKjrtant p(jlitic!il weapon. It is 
clear, liowever, that leaving the (pie.stion of protection entirely 
aside, the adoption of th(’ single tax will make it impossible 
to utilize import duties for politii'al, fiscal or other purposes. 

In the second place, the adoption of the single tiix.jviuild 
render it impos.sihle for goverimuarts to utilize tile taxing-power 
as a political or social engine. For instance, the United States 
government now imposes a lax on the circulation of state bank¬ 
notes in order to bring alsait certain desir.ahh^ results in the 
currency situation. Again, the United States government 
levies a high tax on opium, not tor the purpose of revenue, but 
in order to discouragi' llie consumption of opium; and it also 
assesses a tax on oleomargarine, primarily in order to ensure 
the purity of butter. I aider the single tax, all such efforts would 
be im|H)ssible. Finally, to mention only one other example, 
one of the chief methods of dealing with the drink question 
is through the imposition of high liquor licenses, the fiscal im¬ 
portance of which is only secondary. Under the single tax we 
should be prevented from attacking the iirolilem in that way. 
Governments have always made use of the taxing power to 
regulate and to destroy, as well as to yield a revenue. Were 
the single tax to be adopted, this power would b(> climinattHl.' 

Thirdly, the political results of the single tax would be 
dangerous in another way. So far as there is any truth in the 
as.sertion that in a democracy it involves some risk for a small 
class to pay the taxes and for a large class to vote them, it is 
es|)ecially applicable to the single tax. Since the “unearned 
inerement” would flow of itself, silimtly and noiselessly into the 
trcivsury, there would be no ne<'d of a budget; and the sense 
of resiK)Usibility in the citizens would la- (sTceptibly diminished. 
It is well known that liberty lias lieeu intimately bound up with 
the contest agtiinst unjust taxation; the constitutional history 
of B'.ngland is to a large extent a history of the struggle of the 
people to gain control of the treasury; the .Vmerican Revolution 
was precipitateil by a questioti of taxation; the French Revolu¬ 
tion was brought aixmt primarily by the fiscal abuses of the 
aneien rigiine. To take away, then, from the vast majority of 

'Mr. Geone* indee^t .stales tliat he (has* lait object to repressive taxes, 
because neither a Innil nor a revenue r|iie.sti«n us involved. But clearly the 
tax would then not bit a ''singUi” tax. 
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citizens the sense of tiieir obligution 1o tlie government and to 
divorce ttieir economic interests from those of the state would, 
especially in a modern denuxirucy, Ijc fraught with danger. 

3. Ethical Dcfcctu 

The advocates of the single tax love to ha.se their arguments 
on the ground of justice. In this they are certainly wise; for 
even though all other arguments were in its favor, if the justice 
of the single tax could he .sueee.ssfully impugmsl, it would hi' 
forwloomed to failure. Is't us then ascertain whether it is 
indeed true that the single tax is an equitahli' metluHl of taxa¬ 
tion. 

The two gri'at canons of justice in taxation are universality 
and uniformity or e(|uality. It anything has heen gained hy 
the revolutions of the eighteenth century and hy the growing 
public conscience of the nineteenth !ind twentieth, it is a reco g¬ 
nition of the fact that all owe a iluty to supiiort the state, thgt 
a sy.stem of wholesale exemptions is iniquitous, and that eycrj 
iaxpayer should be treated according to the same stiuidard. 
.rfiirgi'd by any or all of these tests, can it lie seriously main¬ 
tained that the single tax is an equit.ahle form of taxation? 

Toward the close of the eighti'cnth century, there was a 
school of French writi'rs, the Physioer.its, who first advocat(*d 
the plan of a single tax on land—the famous iaipM uiiif/ue. It 
was con.siderahly tnlkisl about until \'oltaire turned his caustic 
lien U|xm them and wrote the eelelirated essay L’lumrne d 
(luaruiite feux- the man of forty crowns—, one of the most 
effective hits of mordant sarcasm ever written. Voltaire pic¬ 
tured the [wsition of the b'cench ])easant toiling laboriously, 
amid conditioas of uns|X‘akable distress, hut suceeiding in get¬ 
ting from the .soil a prod\iet ('(piivalent to forty crowns. The 
tiix-gatheri'r comes along, finds that the (M'asant can manage to 
keep body and soul together on twenty crowns, and takes away 
the other twenty, d'hen the jM'asant meets an old ac(|Uaint- 
ance, originally ixxrr, who has heen left si fortune of 400,000 
crown-s a year in money and securities. He rolls along the high¬ 
way in a six-horse chariot, with six lackeys, each with double 
the peasant’s income; his maitre d’hdtel gets 2,000 crowas salary 
and steals 20,000; his mistrt'ss costs 80,(K)0 crowns a year. 
“You'pay of course half your income, 200,000 crowns, to the 
state?” asked the peasant. “You are joking, my friend,” 
answered he, “ I am no landed proprietor like you. The tax- 
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gatherer would he an iirihecile to a-ssess me; for everything I 
have cotn(>s ultimately from the latid, and somelwdy hits paid 
thi! tax alrciuly. 'I'o make mi‘ pity would he intolerahh; double 
taxation. Ta-ta, my friend; you just [tiiy your single tax, (tnjoy 
in peace your ch'ar income of twenty crowns; servo your country 
well, and come onctt in ii while to takit dinner with my lackey. 
Yes, yes, the singh; tax, it is a glorious thing.” This little 
picture, is'rhaps, did more than all else to nullify the efforts of 
the Physiocrats. 

We sliidl later discuss tla^ effects of the modern single tax 
on the farmer, hut th(' princijile underlying Voltaire’s thought 
is equally applicahh' Iktc. On what grounds of morals or jus¬ 
tice .shall th(? landowner he singled out for taxation? 

We hav(!seen that the theory of natural rights is not adequate; 
we have leariKsl that the principle of op])ortunily does not 
correctly portray the relations of the individual to the state. 
Even if the theory of unearned increment were true, it would 
not by any means justify the single tax on l.uid values. In the 
first place, land values do not always or necessarily increase; 
and, secondly, there are a great many other values which in- 
creas(i mainly by the operation of forces which the owner of the 
property neither creates nor controls. 

Land values do not idw.ays or necessarily increase. Thus, in 
the testimony given bet ore the Hapid I'ransit ('ommission in the 
city of New York in March, ISOo, one of the witnesses spoke 
of several long avenues Ix'ing lined with the graves of property- 
owners. W'hat did In' mean? Simply that ten, or twenty, 
or thirty years before, certain ituliviciuals had investiHl in the 
land, in hof)e of a rise in value, just as jx'ople invi'st in lx)nd.s or 
stocks or other siaairities. Instead of values rising, however, 
they n'mained stationary or (wen decreased; while, in the mean¬ 
time, the aecuntulated taxes and a.ssessments upon this non- 
l)roductive pro[)erty completely ruinctl many of the investors. 
It is indeed true that in most growing citic's land values in cer¬ 
tain loealiti('s will increa.se; but it is equally true that there are 
always sections in such cities where, for obvious reasons, land 
values decrease. The.se facts are familiar to all observers in 
large cities. MoriH)ver, in some European countries the rental 
value of the land, in whole swtions, is less to-<lay, owing to 
transatlantic coraitetition, than it w.as a few dwades ago.' The 
tax on land value would in such cases yield only a precarious 
revenue. 
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lyfnrp i^pporfjinl. still is the fiiri that, i-vpn thniigli liiii^f valiiM 
often i ncr ease, simi lar incTciuie in value is not % anXJSfiSBS 
con^wTto land. Ix't us ask anyone wTiose mind is not befogged 
by the mist of (‘rromwis enthusiasms; \Vlu> are the rieh men of 
the world to-<lay? How ha-s by far the greaU'r part <if our huge 
individual fortunes bis-n ae(iuinal? Ix'l us study the way in 
whieh men have become millionaires, esiM'eially in the United 
States. The usual cause is some fortuitous conjuncture of 
events, some chance happening due to no on(''s labor, but to a 
turn in the wlns'l of fort\m(>—i'all it siH'culation, call it luck, 
call it by any name we will. How h.avc most of the fortunes in 
Wall Street Imm'u made? Who is rcs|saisibl(; for the inerea.sed 
value of investments? Who can say that the successful manager 
of the ring, the corner, the jiool and tlu' tru.st has workwl out his 
salvation through his <iwn iiulustry? Land sisaadation is only 
a part of the sum total. If it be cliiiriual that the fortunate 
.sptaailator deserves his forl\me bec.ause of his sagacity and fore¬ 
sight, why deny thesi' attributes, .at least in jrart, to the land- 
owner? It can, of course, not be denied that wealth has been 
accpiirial by thrift and industry; but it remains true that most 
of the very l.arge fortuiu's that strike the common observer are 
due to these incalculable turns in the wheel of fortune, and 
that *he so-called unearned increment of land vahns forms 
only a ))ortion of these total gains. 

I Value is a soci.al, not an individii.al phenomenon. If social 
environment gives a valu(‘ to bare land, the sam(; social environ¬ 
ment, by increasing the demand for other comnuKlities, may at 
least in part help to augment their value. It is indeetl true that 
^ if we contrast land with concrete commodities that can l)e 
multipli«l at will, the difference sts'ms to be profound. In- 
crea-srsl demaml may lower, not increase, the price of the latter 
by rixlucing <;ost of production. Hut what, tin' single-taxers 
forget is that properly consists of, and income is derived from, 
not only concrete (aimmoditics, but services, relations and 
privileges of all kinds,' where increa.se'l demand, outstripping 
any corresponding decrease in the co.st per unit of producing a 
greater supply, is primarily responsible for the increased value. 
A newspaper in a desert is worth nothing; a new.spaper in a town 
is worth something; a newspaper in a city is worth still more. 
The newspaper is in part the product of labor, but the greater 
demand increases the value. A milk-route also is more profit- 
* Seligman, PrineijAet of Economics, 9th ed. (1921), H H3. 
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able in a city tfmii in a villa/!''. If it be .vtiil that land differs 
from all thcw in that it is a tiionoiwiy, the answer i.s irresistible 
that if there is any one thin)? which distinKiiishes the modem 
uKc, it is the development of economic monoiK>lics of all kinds. 
So important, indeed, hav(? thesi* Is'come that modern economic 
theory has been cotnp4‘lh‘d to snpphanent tlui old doctrine of 
value which was liusisl on the assum[)tion ol fre(! competition 
by a newer anil more comprehensive theory, especially applicable 
to all these modern forms of monopoly price. Many of these 
mono|H)ly [irolits cannot be reached by a tax on land values. 

On what possible theory of justice, then, .shall we tax the 
man who has invested SUKt.tKM) in land which the next year 
appreciates fifty per cent,; and, on the other hand, exerairt the 
man who has invested $tlK),IHH) in the stock of the Sugar 
Trust, which the next year may also enhance fifty per cent? 
Why should the earnings invested in land be taxed and the 
earnings invested in any corporate security be wholly untaxed? 

It might, indeed, be claimed that a railway .stockholder will 
be affected by a tax on the land owned by the coqKjration; but 
it is difficult to see how a railway bondholder can be reached 
by any tax on land values except in .so far as the ultimate 
security for his debt may be .affected. .Vs the bonded indebted¬ 
ness of till! railways tinlay far exceeds their c.apital stock, it 
appears that, even in the case of these industries whose increas¬ 
ing values are largely due to the inlluence of the community, 
the majority of investors would si arcely be touched. In the 
great miuss of industries, of which the Sugar Trust is an example, 
where the land owned by the corporation is of exceialingly small 
conscKpience as com|)ared with its other assets, it is plain that 
a tivx on land values would not reach e\’en the stockholders or 
the owners proper. Vlmost ev<'ry industry, moreover, is de- 
jxmdent for its increasing profits upon the diwelopment of the 
community, that is, n|K)n t he increasing demand for the product. 
I.and rises in vahu' because there are more iieople who want to 
occupy that laml; the earnings of a eity mwvspapcr increase 
chiefly because there are more prople w ho want news. In each 
case the ineretwal returns are due primarily to social causes; 
and while a larger newspaiter indeed costs more to produce, 
while more land does not, yet so far as actual profits are con¬ 
cerned, the distinction betwi'cn thi'in, for all practical purposes, 
is one only of degree, not of kind. To confiseate the capital in¬ 
vested in land with the chance of the land either falling or rising 



THE SINGLE TAX 


83 


in value, while exempting absolutely the capital invested in 
corporate or industrial securities, is hut a travesty of justice. 

It will be impossible to convince the common jastple that so- 
calUxl unearned inenunents are confined to land. As a matter 
of fact the “unearncsl increment” of land is only one instance of 
a far larger class. 

So far as a man receives special opix)rtunifies from the com¬ 
munity, which uniloul)tedly increas<‘ his ability to pay, they 
should be taken into account in framing any scheme of taxation. 
And sinc(‘ the ra[)id growtli of modern towns brings into strong 
relief the a|)preciation of site values which are due primarily to*^ 
the growth of the eommunity itself, it is not only justifiable but 
eminently desirable tiud a part- and a larg(‘ part—of the 
revenues should be raised from ,i tax on l.'ind values. Hut let us 
not single out one sp(-cial op|M)rtunity, bec.'Uise it strikes the 
eyes of urban olwervers, while we neglect, all the oth(“r oppor¬ 
tunities whii'h an* e(|ually, or almo.st (Kpially, the result of social 
forces. While some kind of a t.-ix on land values is a legitimate 
part of .a tax .system, the .singh* tax on land v:ilues is unjust; 
first, because opixrrtunity is not the only el(‘m<‘nt that must be 
taken into account in framing a tax system; and, secondly, 
Ix^cause, (wen though it were, r<‘venues from land are by no 
means the only form of the results of spe<'ial opportunity. The 
single t.'ix is unjust because it is exclusive .and uncxpial. 

Even though the single tax, howev(‘r, were theoretically just, 
it would not follow th.at it is desirable. Let us, therefore, come 
to the final part of our iiuiuiry. 

4. Eeommic Defects 

These considerations which have often been overlookcal, may 
be discuased from three points of view: first, the economic 
effect of the single tax on ixxrr cornniunities; sr'cond, the (“co- 
nomic effect on farmers and the agricultural intere.sts in general; 
third, the economic efft et on rich communities. 

In the first place, what would lx; the effiatt o n poor communi ¬ 
ties ? ‘ i 

In such ca-ses the taxable property of the eommunity consists 
principally of the often dilapidatol farm hous(» erecttsl on the 
land; of the tools, implements and iKUcsts of burden used for till¬ 
ing the land; and of the personal effects and money that belong 
to the fanners. Even making due allowance for the relative 
poverty of the community, it may be said that the great mass of 
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their possessions, tlu^efon?, consists of personalty. In so far as 
then; is any real property at all, it is only to an exceedingly 
slight extent (Mjnipo.se(l of l.ind values. How then, it may be 
askcsl, can taxes be raised in a eonimunity like this? How can 
the roads be maintained, the school houses be kept up, and the 
other improvements be elTeeted? Since land values arc in- 
aigni(i(\anl., .a tax im|)osed on an insignificant basis must be 
insignificant. In fact it may be said that a total confiscation of 
the land values would not sufliee to defray any considerable 
part of the ne(a'ssarv ex|>enditur(‘s. If we take any of the n.sses.s- 
ors’ re|Hirts in the less wealt by :ind not rapidly growing American 
statew, it will be found that, contrary to the conditions of the 
rest of the country, the assessed |)erson:d property far exceeds 
in valine the total a-ssesscl re.al estate. For instance, in 1890 
personalty was to tot.al realty in .Montana as .58 to o,5 millions 
of dollars, in Wyoming as 20 p, Id millions, in New Mexico 
as 28 to 1.5 millions, ('ompaia^ thes(‘ figures with the older 
s«'ctions, as New York <ir I’ennsylvani.a, where the i)roportion 
was as ,182 t<t .f,-10f millions and (ilS to 2,012 millions respec¬ 
tively.* Ill 1901, the ilate of the last available stati.sties, the 
proportions were about the same. 'I’axable ])er.sonalty w’as to 
realty in Montana as 107 to it.) millions, in Wyoming as 28 to 
18 millions, in New Mexico as 20 to 10 millions; but in New 
York as (180 to 7,0,51 millions and in IVnnsylvania as 200 to 
.1,470 millions. 'I'he eslim.ated true valui's w'cre as follows: 
Montana, as 118 to ;i28 millions; Wyoming, as 197 to 133 
millions; New Mexico, as 177 to 1.51 millions; New York as 
0,017 to 9,1,51 millions; I’enn.sylv.inia. as 1„S,S2 to 0,.593 millions.** 
If we are to abolish not only the tax on personalty, but all that 
part of the tax on realty which is not drawn from land values. 
It can easdy be .seen how difficult, it would be to carry on govern¬ 
ment in these sections. 

What, is true of isior communities as a whole .applies also to 
the |M)orer sections of a rich communitv con-stituteil Largely or 
nlmast entirely of an agricultural iH.pulation which is not 
rapidly increasing m numbers or wealth. The single-taxers 
themselves claim that laud values amount to practically nothing 
in the farmiuf^ (hstnets. r shall soo below the fallacy in this 
general contention; but so far as the community is a poor one 


f*"™ 'he oeasas reports of 1890. 
gf tte ElavtUh Cmsus: im) (IHfl 1), p. la',. 

•Census Jleport: Debt and Taiation, 1907. 


See Abstract 
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there is undoubted truth in the statement that land values are 
trivial. In the testimony taken Ixdore a recent tax corami.ssiun 
of Ma.ssachusetts, one of the sinRle-taxers who was testifying 
as to the situation in certain rural townships was asked the 
question: How will it be [xissiljle for this ix) 0 r town, in which 
there is very little limd value, to raise its taxes? The witness 
was compelleil to reply that it would lx: imix)s.sible for the com¬ 
munity to do so, and he suggested that thi- expenses of the 
p(x)r communities should Ix' defrajasl in large part from the 
revenues of the rich eommnnities.' 

This |)ro|x)Sid is not easy of accomplishment; for with the 
American th(S)ries of hxal government, it wouhl be difficult to 
induce certain sections iji the conmnmity to assume the burdens 
of other sections. \Vc .are all ac(|uainled with the continual 
bickerings in our state taxation, due ti> the efforts of the richer 
counties to esca|X' paying more th.an their proportion of the 
general slate taxes; and we h.ave seen the discontent arouswl in 
1894 by the attempt in lh(‘ shajx' of the federal income tax to 
make certain wiallhy sections of the country pay a dhspropbr- 
tion.de i)art of the revenue of the n.ational government. Where 
the.se efforts hav(> given rise to so much di.s.satisfaction, it is ol)- 
viously improbable that the i)urely local expenses of any com- 
inuniiy will be defrayed by the efforts of other communities. 
While it is indeed true that the general state government has— 
and very properly - in recent years constructed highways and 
built hospil.als, and while l■\■cn according to our present system 
school taxes levied according to wealth .are sometimes, in part 
at least, distributed aeconling to fxipul.ation, this tendency, 
however desirable in itself, ha.s wellsletined limits. To a very 
large extent, at Iciist, it will jirobably continue to be true that 
in purely local matters every county and town must stand on 
its own f(H‘t. Hut if the single tax is unable to d<-fray even the 
loc.al exjx'im's of a |X)or community, not to sfxaik of its share of 
general state, or federal expen.ses, it is clearly beyond the realm 
of practical (xditics. In p(X)r communitiew, unless rapidly in¬ 
creasing in population and resources, the single tax would be 
a somewhat precarious reliance. 

Let U.S consider, next, what would !.« the effects of the single 
tax on farmers in genera L One of the i^ms of the advocates 

* Cf. Hearings relating la Taxation, l.SO.'}, pp. 186-188, and Rr.jiort of the 
Joint Special CommUier on Taxation, 1894, p. 38. 
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of the system is that it would relieve the farming population of 
the burden of taxes now weighing upon them. A careful con¬ 
sideration of the facts .shows, lajwever, that thi.s claim is un- 
foumhsl, and that, on tli(; contrary, the result of the single 
tax would la; to make the farmers pay more than they are pay¬ 
ing to-day. 

In only a few states is a ilistinclion made in the assessments 
between land ami improvements on land. I.et us take, .as a 
typical instanci', Ohio county in West Virginia, in which the 
city of Wheeling is situalisl. In the auditor’s re|Mjrt for 1892, 


we lind the following ligtires: 

1 

Ohio Ohintt 

Proportion 

Entihc .Statu 

Value of buildings on lot.s, 

)ii.S,.a.)l,tllO 

!il22,,StO,511 

P«r o«nt 

Value of buildings on lands, 

(171,71),a 

14,:i71,8.5.5 


Total valiio of hiiiltfiiiKH. 


.'};t7,2i2,:}6f) 

25 

Value of town Inis witliimt Imild- 
iiiga, 

•t,10<),l.'i2 

14,4,5.5,321 


Value of Intid without liuildings, 

l,li7,S,!li;2 

9.5,771,281 


Total value of idl laud without 



huilditigs, 

S(i,(),S,S,l I t 

$110,224,,502 

5 ^ 

Total value of Itnids, lots and 
btiilditigs, 

l.Vlb'hillit 

147,(1.8.5,072 

IOV 3 

Value of iMTsoaalty, 

(i,lS7,7l() 

51,707,003 

12 

Total luaseasiueiits, 

21,.'1(11,(12') 

108,050,020 

lO'Xi 

Populatioti, 

tl,(KI0 

763,000 

5J4 

In other words, wluTens Ohio county then paid ten and one- 


half per cent of all laxt's, anil would have paid about the same 
if real estate alone were taxed, hatl the single tax l)een intro¬ 
duced it would hav(' paid only live and one-half per cent of the 
total taxes, or about one-half of what was actually the ease. The 
corresponding lignix's for l'H)S were !).!) per cent on total valua¬ 
tion, t).8 per et'nl on real estate alone, and 0.8 per cent on land 
values alone. If the large towns would pay so much leas, of 
courst; the farming districts wotild have to ])ay so much more. 
The improvements in the towns are worth more tlian the value 
of the bare hand; whih' in the country districts the reverse is 
true. 

' These figures im* subjiH't to some qualitiiattion because of the inclusioa 
of the value of oil le;vsi'.s in the jH.isonul pruiierty. But the eorrectiona 
would probaldy not .suffice to alter the eonelusion. 
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As another example let u.i take ('alifornia. In the wiiip- 
troller’s rejiort for IS',>3, we find the h llowing figures:— 


CoL’.VTlf 

(kdusa, 

Merecd, 

Tulare, 

San Fraiic'ifioo, 
Totrd state, 


Vauik of Ukal 
IJnTATF 
(4.«. haru huid) 

sio.fFi't.ais 

11,323,179 

I7,3.>S,.-,I3 

l!«,s73,(il.') 

757,!)tttl,3()7 


Vali'K or h'fHOVB- 

WINTM <IN HkaI. 

KaTArtc 

$\:2KV2(tr) 

\m7,m 

*:s27jm 

S2,.‘»S1,77'> 

' 2 \’ 2 ,:\ss,\m 


Ratu* nr Land 
Vai.i;»l(* TO Total 

ItKAl, KsTATt 
Par oaDt 

89 

92 

,S8 

70 

76 


We thus SIS' that while in the city of San I'raneiseo improve¬ 
ments e(|nalli‘d thirty per cent of the total real estate value, in 
some of the eoiintry ilistriets improvements were only ten or 
fifteen pr‘r eent of the total. Taking the .state as a whole, land 
values erpialled seventy-six |)(T eent of all real estate, while in 
San Francisco land values were oidy .srwa'iity jier eent of all 
real estate. To levy the singh- tax wonhl, therefore, make San 
Francisco j)ay less, and .some of tlie country counties far more, 
than at present. 

Again, let us call attention to the reirort of the Commission 
on Valimtion, nnwle in 18!)‘2 to the Pennsylvania 'Tax Conference, 
whieh is prohidily the most careful atteinj)! made up to that time 
to di.<1inguish land values from imirrovements. We find the 
following figures: — 

Valuf. nr Land Vai.cic or Improvkuents 


Philadelphia eounty, .$.'i.')7,(K)7,9.'i(i 

Purely agricultural laial in 

Philadelphia county, 21,610,139 

Entire state, all lainl, l,.s8l,;i:i-l,.o22 

Entire .state, agricultural land, 72.'), ts.7,439 


$()t(),'244,284 


.■l,8l3,f«),5 

t,7.')4,.52.'),949 

24.5,494,072 


The proportion of land values to tfrtal valuation of all prop¬ 
erty was in the county of Philadelirhia, thirty-six per cent; in 
the agrieidtural counties of Sulliviin and (ireene, eighty-one 
per cent and seventy-five |kt eent, res[M'i'liv('ly; and in the whole 
state, fifty-two iK*r cent. The Commission concludes: “As a 
rule, in agricultural counties the l.and vjilues an; the greatest, 
as would Ite expect(>d; while in manufai turing counties and those 
having large cities, the value of flic improvements is equal to 
that of the land, or greater.” 

Let us now choose some Western states. In the report of the 
auditor of Colorado for 1894 we find the following figures:— 



88 


fJSSAr.S IN TAXATION 


Value of aRrieultural and grazing land, irrcajK-'c- 

tive of iniprovenients .... $36,907,810 

Value of iinproveinents. 7,492,022 

Value of town and eity land, irresircctive of im- 

provenicnta.0.3,080,205 

Value of iinprovenient .1 . 34,788,941 


In other words, in the towns improvements eonstituted atwut 
one-third of tin; total v.alues; wher<'as in the country, improve¬ 
ments were oidy about onosixtli of the total. 

As to Montana we lind, in the report of the Board of Equal¬ 
ization for 1894, Itie following figures:— 


Value of city and town lots . 
Value of iiiiprovenu'nts on same 
Value of land .... 
Value (jf improvements on same 


$29,362,754 

15,1.56,115 

17,493,680 

7,287,887 


In I .ewis and Clarke county, the home of the largest city in 
the state, tin' totid value of all lainl was $11,397,860; that of 
improvements, ,$r),2ti9,30(l. In .some of the agricultural or 
grazing eoimties, however, the value of the land Wiis far higher 
in pro|H)rtion to the im])rovements; in Meagher county, for 
example, land was $1,821,385, while improvements were only 
$629,054. Most striking of all, in this v('ry same county, 
in the ea.se of agricultural property, the figures were: land 
$1,218,474, imi)rovements $2tit).,H24: while in the town lots the 
figun's were: hare land .$602.t)ll, improvements $.362,375. In 
olln'r words, not oi\ly are im|)rovements proportionately less 
in the rural counties, Imt ev('n in these rural counties by far the 
larger proportion of the improvements an; found in the little 
towns, ns compared with the farming or grazing land proper. 
In the stale of Washington, the State Board of Equaliza¬ 
tion agreed on the following figures for 1893:— 


Value of land exclusive of improvements 
Value of im|)rov('meiits .... 
Value of city ami town lots . 

Value of impro vena'll Ls .... 


$ 87,.527,472 
8,970,9(18 
101 ,.889,377 
29,.585,930 


In Utah, Salt Lake county, the seat of the chief city, assessed, 
in 1893, real estate, exclusive of improvements, at $31,347,670; 
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improvements, at 89,48;t,141. In rural countie-s like llieh 
county and ('ache county, the figuri.s were, in the one case, 
realty S527,t)()('), iinprovcincnls $81,445; in the other case, 
realty $■'{,771.810, improvcnienls $!ll5.tilt. Here aKain, the 
more dcn.'^cly setthsl the township, the irnaiter in jtroportion 
is the value of the iinprovenicnts. 

To choose more ree<'nt liRures, the Xorth Dakota state hoard 
of (‘(lUidization fixed the valuation for 1010 as follows: 

Isiiid values.$14(1,(154,072 

linproveriienis. 0,000,14$ 

Town or eity lots. 11,00(1.082 

luiprovenieiits , 10,050,102 

.Minost e(pi:illv rein.-iikahle fittun's are re|)orte(l for Wyoming 
Uy the ('otnini.ssioiier of T.axatioii for 1000 li) 10: 


hand values 
linproveiueats 
Town lots 
Improvements 


$40,020,518 

0,:i:i8,7i2 

12.8.1tl,.541 

14,:i24,400 


The same is true in the Kastern states. Thus in Now Jerse.y, 
in 1011 in certain eounties the hand values were greatrT than 
the v.ahie of the improvements; - 


CoeSTT 

(Iluueestcr 

Somerset 

Salem 


VaI.i 1. Ill I.ANtl 


VaLIUI op iHPnOVKUENTI 


10 , 174.115 

0,80:1,204 

s,.s7(),;io;i 


8,574,078 

7,808,530 

4,002,473 


While in the eilies the reverse was true.' 

CiTr VAUfK «jr Land VaI/UK or lupBovcwEKTr 

Camden .$18.(110,(135 $ 30,278,7(X1 

Newark $134,704,835 150,144,175 

In all these ca.sc.s—and they might he multiplied—it ia 
sren that thiT vintie of the improvements Ts, on tRTWEolc, 

' Theae figures wert' forlunatr-ly not available when Mr. Shearman stated 
(Natural Tamtion, eh, 12) that “in no large city are buildings worth more 
than 50% of all real estate." 
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gr«it(,‘r in the iirhnn tliiin in th(^ rurni distriets.’ To many 
this mil he ,'i .surprise, hceiiuse the}' arc apt to be blinded 
by the iimrwtlialc facts alsmt llicm. The single-tax advocate 
generally lives in the city, and sees before him a city lot, each 
foot of vvliieli will .sell for liiindnsls or [)crhiip.s thousjinds of 
dollars. ’The town lot, he is apt to (welnim, is worth hundreds 
of times as much .'is a piece of land in the agricultural districts. 
This is perfeelly (rue; but it /iroves nothing as to the compara¬ 
tive ahilily of their owners to pay ta.xes hecaii.se it overlooks a 
|K>int of the greati'st ini|)ortanee. When wc eompare urban 
with agricultural land values, we do not compare foot with 
foot, but total units with total units. Thus, an acre of land 
in New York City may be worth a thousand times as much as 
an acre of lainl in the eoimtiy; but it mu.st be remembered 
that there are many thou.sand times as many acres in the 
country as there are acres in New York City. A lot in New 
York may be worth ten thousand dollars, but a farm of five 
hundreil acres in the country may al.so be worth ten thousand 
dollars, exclusive of improvements. The farmer who has paid 
ten thousand dollars lor his tarm, and has then proceeded to 
improve and cultivate it, will not be sati.slied, when the asses.sor 
taxes him and exempts all the busine.ss men and house-owners 
in the adjoining village, with the statement that the owner of a 
ten-thousand-dollar lot in New York < 'ity pirys a hundred times 
as much per front foot. He will be apt to reiily that it makes no 
diflerenee to him whether the New Yorker’s ten thousand dollars 
IS taxed; but that he objects to his own ten thousand dollars 
being tjixisl while his neighbors in the village, who are far 
richer than he, |.ay nothing at all. In short, while attention is 
direetiMl to the fact that land values are undoubtedly le.ss per 
acre in the countly ihan in the city, it is forgotten that the 
num wr of acres m the country is so many times larger than the 
numix r of acres m the cities that the total land values in the 


o r im. of tl„,s matter is fmin.l in the government 

n |H>rt entilkd /a.r„/a,„ ,n ( ,n,nln, ,w,l Cii,/: .tn Examination of the DU- 
(ntution of I mim li, Taxj-x ax .xhoirn h,i Official Slalixiins of .-tsaessed Valua- 
'Zo TK ’’I>i'ision of .StalLsties, Misc. Series, 

.iTe. .11 "«■ of Columbia and the aixteS 

atates whieh a.^es,sed tand valia-s separately. The «melu.aion was that in 
a niajoritj ol the eiw's land values were pmixirt ionately greater in rural 
w . on**“ '‘fV!'''"' l’'■inl<■d and commented in Max 

0^') ^ QaarUHy, vol. 14 
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country will form a substantial part of the whole. Moreover, 
we have seen that the value of improvements is relatively 
greater in the towns than in the coimtry.* In the country the 
farmhouse is built for a few hundreds or thousands of dollars; 
in the city the fine stone mansion or steel skyscrajM'i is erected 
at a cost of hundreds of thousands or millions of dollars. 

If, therefore, all improvements were to be entirely exempted, 
the result of a tax on land values would be to make the farmers 
pay more than they do at present. It is not denied that as be¬ 
tween the general jiroperty tax as a<’tuall}-administered and atax 
on real estate only, the farmer would be benefited by the adop¬ 
tion of the latter. For iiersonal |)roperty, as has Ixa'ii elsewhere 
explaintd,- is .a.ssessed chiefly in the agricultural communities. 
The remedy, however, consists not in taxing land values alone, 
but in striving to reach the owners of pi'rs<in.'d proi)erty by some 
other mi'thod than that of the general properly lax. Hut even 
a.s.suniiug that this reform cannot be elTecled, what the far.liers 
would gain by the abolition of the personal property tax, they 
would lose and more than lose, as we h.ave se<‘n, by the total 
exemption of all improvements.' As long as the United States 
remains prcManinently an agri(ailtural community, it is not 
likely that the single tax will become a practical (|Uestion.' 


‘ The singlistttxcrs cluiiii Ihul much of the prcw'iU value of hmn hind— 
due to fencing, draining, etc.—siiouht la* <*I)ushc<I :is iin|trifvcincnta. Hut, as 
we have |Kjin(c<l out alaivc, it is (|uilc inifKis.sililc in iiracticc (o ilistinguish 
improveinenls on the land from improvcincnls in the land. No attempt 
is ever made, in assessing land values, to dilTerentiate between the two. 

' Supra, p. IS. 

•This conclusion is eonfirmed by Dr. West, after analyzing the ofTieial 
statistics, in the article citisl <in the previous page, in which he also states 
that "the exemption of intangildi' |m rsonallv ahjiie would in a majority of 
cas<^ relieve urban eonununities at the expense of rural districts; but, that 
the exemption of Isrth tangiltle and intangible |s raonalty would benefit.tho 
rural districts in tlmxMpi.irters of thi- commonwealths.” 

* In a pamphlet entitled /'copies I’ouir and I'uUic TaxuHnn, written by 
A. D. Cridge and W. S. Uren, published by the KeLs fund and distributed 
in 1910 to every voter in Oregon, some remarkable figures are pnwented 
as to the effect of the adoption of a land-value tax in lowering farmers’ 
taxes. The figures arc worthless lieeause of the naive assumption that the 
naked land value of tillable lands (those actually in cultivation) is no 
greater than that of the non-tillalde lands. In other words, if a piece of 
good land is cleared, its naked land value, aeconiing to this view, would 
be no greater than that of an luljoining rocky hillside which is not put 
under cultivation because it would not be worth while. It is such argu¬ 
ments that are spread broadcast to the general public I 
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Thirdly, and finally, let us consider the economic effects of 
the single tax on rich urban communities. 

It is contended by the single-taxers, with special reference 
to the advantage.s claimed as likely to accrue to the tenement- 
house iMjpulation of thi^ large cities, that the intrcKliiction of 
their sy.stem would bring about the social millennium. It is 
supposed that if we abolish the tax on improvements, that is, 
on houses, the vacant lots will be built over as if by magic, 
rents will fall, the wages (j| the workmen will ri.se, and a period 
of general prosperity will be nshereil in. 

It may !)(■ asked, in the first plac(>, where all this additional 
capital which is to Is' invested in houses is coming from. There 
is no fund floating about in tlu' air which can la^ brought to 
earth .simply by tin' imposition of the single tax; the amounts 
U) be lai(l out in houses must, be t.aken from the capital now 
invested in some other form of productive enterprise. The 
amount of loanable e.ai)it.al in the money market at any one 
time is dermitely fixed. Mven deposits in banks are alre.ady 
invested, for tin' most part, in niortg.*iges or in corporate se¬ 
curities; that is, they are alre.ady utilized for productive pur- 
iroses. What is put into new hon.ses will, therefore, simidy be 
BO much taken aw'ay from otlu'r productive ('mplovtnents. 

It may be asked next, how an' tin' ix'nts of our t('ncment- 
house iMipulation so suddenly to fall? The theory that a tax on 
hou.ses is shifted to the consumer or ti'iiaid. is true enough, 
provided that the tax be exclusivi' that is, provided that noth¬ 
ing be bixed .'xcept housi's. If, „n the contrary, the hou.so 
tax IS simply a [lart of a wider system of taxation; if other 
forms o iiropi'rty are ass.'ssed, like investments in land and in 
personal proiK'ity; if a corporation tax is imposed to hit the 
investors in corporate securitii's; or if we have an income tax 
Which IS to reach general profits, in all these cases the very 
conditions of the theory according to which a hou.se tax is 
shlftcl disiippear.' To the extent, then, that the house tax is 
not a single tax, the tendency for it to be shifted mil he di- 
mmi.sln^. The only result, in this direction, of the single tax 
would be. as a matter of fact, that people would pay their 
rent to the state instead of to private individuals. We hear a 
great deal almut the unoccuiiied lands held for speculative 
purposes in large cities: but it is a fact that south of Fourteenth 
otreet in the city of New ^ork the home of the major part 

• See The Shiflitiy mul Inciitcrwc of Tajralion (4th ed.), pp. 292, 293. 
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of the tenement-house population—not seven-tenths of one per 
cent of the l>uildini; lots lie idle, ard of these some lots are 
occupied as coal yards, and some adjoining factories or large 
establishments are used for storage pui|K)scs.‘ How then 
would the single tax relieve the inlmbilants of the slums? They 
will not go to the suburbs where there is .an abundance of land, 
for the same reason that they ilo not go there now. Kent in 
the suburbs is at present relatively less than in the slums, 
which ari> nevertheless crowded. The average workman plainly 
prefers to t)c near his work, and to enjoy the social opiwrtuni- 
ties of contact with his h'llow-workmen, evenings as well lus 
daytime. Al)ove all, without cheap and rai)id transit, he can¬ 
not afford th<! exiM-nditure of time and money, neee.s,sary for 
conveying the various members of his family to and from the 
suburbs. The single tax, however, would not alter conditions 
of transit. Even assuming, therefore, that there was some 
magic fund to covit the suburban lots with houses, the rents in 
the slums would not be alTeeted to any appreciable degree. 

Somewh.at akin to this is thi‘ (|uestion of e.xempting imjwove- 
ments from the local tax on re.ii estate, as a part of the whole 
scheme of taxation. Even here, howev<T, it is .scarcely ojK'n 
to doubt that the claims ma<le by its defenders as a cure for 
urban congestion of population are gre.itly exaggerated.^ In 
small towns wIktc it is (aistomary for thi‘ owner of the land 
also to own the buildings, it makes inder il. very little dillerence 
whether the tax is imposeil in a lump sum on both land and 
buildings, or whether the siime amount is iiaid by the owner on 
his land with the buildings exempted. 'I’he chief dilTerence is 
to be found in the larger cities, where there is a variation in the 
proportion of the value of the structure to that of the land. 
Where the building value is sixty jrer laait of the total, as in the 
suburbs of a large city, compared with forty and thirty-five 
per cent in the crowded districts, it might seem that a remission 
of the tax on improvements would tend to foster the construction 
of buildings in the suburbs and thus to rediierr rents all around 
and in this way lessen congestion. But entirely apart from the 

' In 1911 there were south of Fourteenth Btnsa in New York 467 vacant 
lots, with a value of $9,844,910 out of a total nuinfsT of 24,203 parcels of real 
eetate with an assessrsl valuation of $l,319,86(i.666. See the Report oj the 
Commvmonen of Taxes ami Assessments for 1911. 

’ See especially Taxation of iMmt Values in A mcrican Cities, The Next 
Step irt Exterminating Poverty. By Benjamin C. Marsh, New York, 1911. 
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considcrutioiw adducitl in tiio last paragraph as to the relative 
inclaaticity of rents in the slums, it may he pointed out that if 
in)provem<!nts are wholly (exempt tla^ teiideney would obviously 
be for landowners in the erowihsi slums to erect still higher tene¬ 
ments, whieli would have to return only the interest on the less¬ 
ened inv(’stnient, and which would th(;n‘fore again increase 
congestion. In ixant of fact, suitable transportation facilities, 
proper housing and building laws, and ad(H|uate credit condi¬ 
tions exert .a far more important inlluenec^ on congestion and 
house rents titan does any .system of (‘xemption of improvements 
from taxation. 

The exemption of im|)rov('ment.s from the local real estate 
tax has la'cn tritsl (tspeeitilly in Australasia and in Canada. 
In Australasia the results tire inconehisive, iind the real impor¬ 
tance of tint reform lies not so mueli in thee.xemidion of improve¬ 
ments as in the substitution of e:ipit;d valties for rental value.s 
in the n.sses.sment of lanil. ' lot an.-ala .several cities and prov¬ 
inces have in recent years exempteil Imildings in whole or in 
part, from tint real estate t.ax. ’ ’I'lie advantages of the system, 
however, have lait been those advatieed by its advocates. In 
Winni[ieg and Vancouver, f<ir instance, house rents have not 
fallen, but risen; and specul.ation at large, far from being abated, 
has increased enormously. 'I'liis is, of course, due to the fact 
that ta.\ation,even as a whole, is of incomparably less imiwrtance 
than the (a'onomie forces which make for the growth of the 
community. Htil it is (piite idle to speculate upon what the 
result wotild have bec-n if the improvements had been taxed; 
wo are told that little dilTerence can lie noted between the 
Canadian towns where improvements are exempt and the 
American towtis across the honh'r. where they ant taxed.* 
The true naeson why there Inis heen so little opposition to the 
exemption of improvements in Canada is that the tax rate, in 
the face of an enormous increase of land values which is nat¬ 
urally found in all rapidly growing communities, has been 
kept very low. .Joined to this is the .sentiment against absentee 

^ For a discussion of thisr/, iufm, p. "b^O. 

*For a full and ucruralo slafcim oi (»f jill the fiwits of the case see chap, 
viii. of hxttvicial ami htcal ToxtUion in Cnmuia, by S. Vineberg, New 
York, 1912. This is no. 12S of the Coluinhui University Serici in History, 
Sconotnics and UnW/c Imu\ 

* So«. espot'ifilly F. C. W.mh'. Th*' Sinijh Tax Humbug in Vancaiwer. 
VaneouvTr, 1012. Wude ronti'ntls that tlio (tthcr Canadian “non-single- 
tax ” cities have increased still faster llum Vancouver. 
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ownership, whicli is often apt to lie strong in any young com¬ 
munity, ns is evidenced l)y similni movements toward the 
exemption of imiirovements that are found in I lie early history 
of prosperous American states.' The sitiiaiion in ( anada is the 
same as tliat in Austndasia.- As soon as tlie normal conditions 
of a long estahlished community presc-nt them.selves, with only 
a gradual and moderate inenaise of |)rosperity, hut with the 
rapidly growing ex])enditure of a eomjilieatf'd economic life, the 
real problem will present itself, as it is, for instanei', found in 
the cities of the Kastern I'uited States. 

So far as it is true that land in or near cities is hehi largely for 
KiH'culative pur|)oses, the dillieulty can he met hy the enforce¬ 
ment of now existing laws, an<l hy the imposition of !i special or 
a higher tax on unoeeu|)ied lands in or ni'ar the city. The tax 
laws of the Anii'riean states even where instruct the officials 
to asse.ss property at its true or .selling value, htit it is notoriouu 
that unimproved lots are, a- a rule, eonsiderahly undervalued 
as compared with thosi‘ on which ini])rovenients liave been 
erected. If, then, we simply enforce the laws as they exist, it 
will he more difficult for atiyiaie to hold land hw) long on specu¬ 
lation. If in addition we impose a s|«'eial tax or a higher tax 
on unimproved city lots, it will he still more difficult to lio so. 
It is thus evident that the de-ired end may he accomplished 
without invoking the aid of the singli' tax. 

* In Jhr U-rrilorljil dnyH of lowrt, for instanro, improvommU wen* nx- 
emptotl for a liino in ISJI). jiii'l a f<‘\v yours lafor jin important (liHCUwion 
ttK)k place in which I ho disatlvantatros of tho un(‘arno<l increment accniing 
to non-setllers ami f‘siJocial!y to ah.sontoo .s|)ooiil!itors were fully w't forth, 
with n*flections on tho thingorH of laml mtmofKily. As the country was 
built up, howovor, ahsontoo ownership «liniini.sli(*«l in its n*lafive impor- 
tunee and tho domaml for tho oxoniptior> of iin[)rovoinentH <]isapt>eai«d. 
Cf. .1. K. Urindloy, Ilisfori/ of Taxation in laaut, 11)11, i., pp, 23-2S, and 
the inten»»tinK c<lilorials from cont<*inponir>’ iio\vKpji|)erH, pp. 370-371. 

Still further hmk, namely in the sovontf‘r*nil» oeiitur>' we find a minilar 
movement although for mmwvvhut dilTorent roa-sons. In 1052 Director 
Stuyveaaiit of Now Amsterdam proposotl a tav on unimproved landfl only. 
The bill was drawn and would ha\ e piiascHl but for the riwessity of a larger 
revenue from more general stmroes, due to the war between Holland and 
England. »Soe O’Callaghan, hw'H arul OrMnanexH aj New NethMandu, 
1638 -’ i 674 , unno. Two yt'ors later it whk propose*! that vacant lota 
in New Amatenlam, Beverxvyek an<l other towns, which harl been granted 
for building purposes, Bhoiihl l>o sohi at an «)f!ieial valuation "in ej^e the 
present owners and proprielors either neglect or are disinclinoJ to build 
on aforesaid vacant lots.” Ilnd., p. 181. 

» C/. infra, chap. x\’ii, sec. vi. 
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Furthermore, so fur ;us th(^ idea of unearned increment is 
r<‘ally applicable to ui ban real (wtate, the f>roblem C!in be solved 
not only by (ixtendinj; tlu' American system of special assess¬ 
ments which takes for public purposes, and precisely at the time 
of its creation, llie increased value which may proj)erly be said 
to he d\ie to any \)osilive action on the part of the community; 
hut also hy imptisinu an add'it\oi\al increment-value; tax, which 
will take for tin; community a part of the increased value 
caused by the silent ('rowlh of tin; community itself.’ By 
enforeeinu the tax laws as they exist to-day, by (;xtending the 
law of spe(;ial assessments lo all the ease's which are properly 
neferable to tin; principle of benelits, by levying a special tax on 
unbuilt city lots anil by adiling to the existing code of taxation 
some form of inerement-v;due land taxes, we shall in all 
probal)ilily do as much as is under existing conditions either 
practicable or equitable. 


IV. ('vHcht^ioiis 

We have studied the single lax from different points of view. 
It is undoubtedly true that, the single-tax agitation has been of 
great v.alue. It has in some l■ountries served to direct attention 
to the abuses of a medaeval land system. It has in the United 
States helped to disclose the shorteomings of the antiquated 
general properly t.'ix. It has everywhere done yeoman’s service 
in empha,sizing the question of unjust privilege. But none the 
less we have found ourselves un.'d)le to .accept its demands. 
^Ve. have .seen that thi' single tax is defective fiscally, politically, 
morally and economically. We have learned, first, that it would 
be inelastic, and that it would intensify the inequalities resulting 
from unjust a.s.sessnienls; secondly, that although itself pro- 
|X)sih1 chielly from social considerations it would prevent the 
government from utilizing the taxing jxnver for other social 
purpi'ses, and that it would divorei; the interests of the people 
from those of the government; thirdly, that it would offend 
against the canons of universality and equality of taxation, 
and that it would seriously exaggerate the difference between 
profits from land and profits from other sources; and finally, 
that it would be entirely inade(|uale in poor communities, 
that it would generally have an injurious influence on the 
farmer, and that even in tlu; large urban centres it would ex- 


.\s ti) thi.s (•/. infra, pp. 191 il seq., .'iOS cl seq. 
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empt large sections of the population without bringing any 
substantial relief to the p(xjrer chiss<*s) 

This is clearly not the place to discuss the wider claim of the 
singh'-taxers, that the ai)plication of theii scheme would intro¬ 
duce the social millennium, liven as a method of tax reform, 
however, the project is, as we hav(“ seen, a mistaken one. Our 
system of taxation is far from Ijcing ideal, or even comparatively 
ju.st. But whatever be the nmeh neciled reform and however 
desirabl(* may be tlie addition of a tax on land \'alues to existing 
revenue systems, it is not probable that (*illier the common 
people or the student will accept a scheme which is at Iwt- 
tom palpably unjust. whi<-h abandons one of the fundamental 
theories of modern taxation - that of rel.alive ability or faculty— 
and which seeks to put the burdens of the many on the 
shoulders of the few. 

Note to ttm cn. Thf* Sinjric Tax inovcnicnt Buffens! a mttabic diminu¬ 
tion (liirinfr ftic . .net decade of tliis centary. d’lds i.s due* primarily to 

the fiscal ncoi’s.siiics of I lie (treat War and to tlie recent development of the 
income tax, witli it.s liroadcr Iiasis for taxation. J( is also <iue in part to 
the reaction wiiicli lotlowol ilie allenipt.s to exempt improvenienlH from 
trexation in the Canadian localities. A jiixpiest from an imthusiastic Binglo 
taxer ha.s, however, providisl funds for kis'ping up a pi-rioiiie, Imt unsueccHS- 
fid, 'onlixsi in .sum' of tlie Amenean sialt's. The ('alifoniia discuBsion of 
11)17 is responsilile for ('. (’. I’lehn, /Air iiiiil Af/'iinxt 1/ie Single Tax, 1917, 
in whicti the antijmenl.s on txilh sides are set fortli. .An interesting argu¬ 
ment to support, the view that tht' expis'tatioti of tlie ttnearntsi inerement 
has pla.vixl an iinisirtant part iti the economic ilevelopmenl of the IJnitixl 
States will he fount! in .\. .S. .lolmson, “The ('test! against the Single Tax,” 
Allantir Monthly, .Ian., Ittt t. p. 27. h’or an historie.'il tweount of the move¬ 
ment SIT A. b. Young, Thi Ilulory of Ihr Sinyh Tax Momnent in the United 
Stairs. 1910, and tUoSingle Tax Year Hook, tsl. Ity Joseph Dana Miller, New 
York, 1917. 
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DOUItl>; TAXATION 

I)ouBi>; taxiilion in thn simplnst sfiiisi! (Innotes the taxation 
of the .same person or tln^ same thinR twice over.* This is at 
onee a very old and a very lu'w |)henomenon. It is very old so 
far lus it is founded on mere extortion, on the caprice of govern¬ 
ment and on thi' desiri^ to raise revenues without any regard to 
the relative hiirden on the taxiiayiT. All government was at 
first based on might. Although this was the original cause of the 
double taxation of om^ man and the exemption of his neighbor, 
it is in modern times entirely overshadowed by the .second cause, 
which is e-ssentially of recent growth. We live in an age of 
industrial complexity and dilTerentiation. In former times 
property rights were siintth', and the little cai)ital that existed 
was largely owned by the produeer. To-day not only does the 
same capitalist invest in dilferent enterpri.ses, not only is the 
prorlueer often dependent for a part of his capital on sums that 
belong to others, but the old geographical unity has been dis- 
solved,and there is no neci'ssary conni'ction between there.sidence 
'Cf. F. Walker, Double Taxation in the Uriitetl States, in the Columbia 
Studies, vol. v,, no. 1 (ISII.')); T. Suiro, "Doulile and Multiple Taxation” 
in Proceedings of the Sicoml Intirnalionid Tax Coiifirence, ItXM), p. 547; 
C. Crocker, “t^ime .Iinlicial 0|)iniiins against Double Taxalion” in the 
Fourth Conferen'v, ItMl, p. 2til;.and ”Iteport of the Coinnuttec on Double 
Taxation and Kilns for Ihe I’urixises of Taxation” in the Ninth Conference, 
l915,p.35.S, ForIheearlier lileratiin'.sce A. b. Perry, Kxtm-terrilorial Tax- 
ation, Boston, 187.5; (1. Cl. ('’rockiT, .-la Fxfsisition of the Double Taxation 
of Personal Prnitrrti/ in Mnssaetiiisilts. Boston, 1885; and The Injmlice 
and InexjKituaiei/ of Double Taxation, Boston, 181)2; J. (A Hopes, Double 
Taxalion, Cantbridge, 188-t: .1. P. C^idney. Dnultle Taxation in Massachusetts, 
Boston, 188tt; H. H. D.ana, Double Taxation unjust and inexpedient, Boston, 
1S92; and Double Taxation in Massaehnsetls, Boston (!S1)5). 

For the foreign literafnre stx' M. J. Brincoiir, Des doubles impositions 
flsetdes au lunid de rue notional ct an point dc inw intermitional, latuvain 
(1910); IJcpperl, F., Do.s inknmtiomite FfiiaHJiir/d, Vienna, 19I2;and the 
recent oomprehen.si\e work by C. Ftisolis, hr doppie imposiziam, CittA di 
Castello, 1914. C/. also iminertais artiele.s by Lehr, von Bar and Worms, 

in the Reme de droit iutcrnationnl el dc Ifgislation eomparee from 1889 to 1903, 
especially the volumes for 1889, 1891, 1897, 1900, 1901 and 1903. 
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of the capitalist and the place where his capital is employed. 
A system of taxation, therefore, which may have been per¬ 
fectly just under the older and simpler conditions, may now be 
entirely inaderiuate because of the failure of government to take 
account of these new complications in property rights. As a 
matter of fact, nlmo.st all existing double taxation in civilized 
nations is duo to inattention to these morlern industrial intri¬ 
cacies. 

If we approach the subject of double t.axation more closely, 
we are confrontcti liy serious ilidiculties. 'I'lK'rc are almost 
as many kinds of dui)licat(^ taxation as then* are kinds of taxes 
or of industrial rel.ations. We find the b^rin used with the 
utmost looseiK'ss, so that what may' be in one state a very im¬ 
portant .species of double tax.ation may be <|uite insignificant 
in another. In the first state, then, th(‘ phra.se "double taxa¬ 
tion” always calls up .a particular .set of problems; whihi in the 
other state the same phrase will denote .something entirely differ¬ 
ent. lad. us therefon' endeavor to give an ■•malysis of the 
phenomena which, while not entering into the details of the 
problem, will explain the principle in all states. 

There are two distinct (aitegories of doubh^ taxation—that 
by competing jurisdictions or authorities, arnl that by the..saoifi 
jurisdiction or authority. The first is essentially geographical 
in character. It is partly duo to the fact, that modern wealth 
is more or le.s.s cosmoiK)litan. A man living in one state and 
owning projierty in another m.a.v be taxed on the same property 
by both states, becau.s(‘ they comi)ete with each other in claim¬ 
ing jurisdiction over that proi)erty. Not only is this true as 
between foreign countries, but it is equally' true, and in fact of far 
greater importance, as lietwcen conflicting authorities in the 
same country. The separat(' commonwealths in a federal 
state, the scpariite counties in a commonwealth, the separate 
towns in a county—('ach and all of tlaan may make conflicting 
claims on the same individual or on the same piece of property. 
Double taxation—or it m.ay be trijjle or quadruple taxation—by 
competing jurisdictions is thus a product of I he modem mo¬ 
bility of capital and lalwr; and with the growing importance of 
local taxation, the difficulties are multiplied. 

It may happen, however, that a single authority—the same 
town, county, commonwealth or nation—is confronted by 
essentially similar difficulties as to property or persons within 
its jurisdiction. Thus a man buys a piece of land, and borrows 
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part of th(! purchivse prift* from another man living in the same 
town. If the town tax(« tlie value of the land, which in this 
case inelude.s tin; value of tlie mortgage, and then taxes the 
mortgage, tlie ((uestion of doulih? taxation immediately presents 
itself. So, again, if a man invests lii.s j)roperty in the stock of a 
corporation doing business in the same place while the state 
taxes both the investor and the corporation, we are confronted 
by th(^ .same difliculty. In such cases the taxes are imposed 
l)y the same authority or juri.sdiction. Let us discuss each 
class in turn. 

I. Double Toxnlion by the tHame Authority 

The simplest ca.s<^ arises wli(?n a jx'rson is taxed on his prop¬ 
erty, ineonu! or profils, while an additional tax is imposed on 
the proiH'rly, income or |)rofit.s of the business in which he is a 
partner. This clearly is permissible only where a general tax 
on business is levied as an impersonal tax or a tax on the thing 
ithe business) side by side with the personal tax on the individual 
aa such. 

The first important instance of double taxation arises when 
an attempt is inadc^ to tax property and also to tax income; or 
to tax either prop(^rty or income, and also to levy a business 
or license tax. l)n this ixjint there is much mi.sconception. 
Many consider this to be wrong, becau.se it is <louble taxation. 
As a matter of fact, however, if all are jmt upon the same 
plane, the simultaneous taxation of ])roperty and of income 
works no injustice. If all the members of the class are treated 
alike, it makes no dilTercnce whether there is one single high 
tiLX on proiM-rty, or a low tax on laopeily and another low tax 
on the ))rotits of the property. In fact, the government would 
be jHwfectly justified in taxing the prop(Tty, the income of the 
property and also the expenses or any other attribute of the 
prosx'rty. All such rluplicate or triplicate taxes are perfectly rea¬ 
sonable so long as they fall eciually on all. Taken together, 
they amount .simply to a high rate for a single tax on the prop¬ 
erty. I5ouble taxation, therefore, is not always wrong; it is 
unjust only when one taxpayer is as.sessed twice while ahotEeTm 
sulMtanllally the same cl.a.ss is assessed huT bhee. ''108 the 
inkpiallfy of taxation that instinctively shocks us. But if all 
persons within the class are eciually subjected to the burden, 
there can be no just complaint. 

It may be objected that people are not treated alike when 
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they pay different taxes on the same inTOme. Our opinion 
must depend, however, entirely on tl>e attituile we take toward 
what is called “differentiation” of taxation. If we maintain 
that all incomes should Ik) ta.\ed alike, irre,siK.‘ctive ol source, the 
objection would be valid. Hut iTKxlem theory has formulated 
the demand for a distinction between earned and unearheS 
incomes, or Iwtween incomt's from lalwr and income^ from 
projwrty. Even so cons('rvativc a writer as .lolm Stuart Mill 
was an adherent to this principle, whi(di is at present quite 
generally admitted. This “ different i.ation” may 1 h> secured in 
two ways. A lower rate may be levied on labor incomes than 
on property incomes, as in the present North Carolina or North 
Dakota income tax. and as in (ircat Hi itain, in Italy, in Holland 
and in some of the Australian stat(>s. But instead of making a 
difference in the rates, the same result may b(? reached by 
levying a uniform tax on all incomes and an additional tax 
on property, ,so that the income from prop(‘rty thus indirectly 
pays a higher rale. This was the case in I’ru.ssia and Ls still 
found in s(jme of the Swiss cantons, when; the property tax and 
the incrane tax an' levied on the same property. In other word.s, 
property income is put into a different class from labor income. 
It is taxed twice —once on property and once on income— 
becan e the seeming inecpiality Ls considered to Im really a 
higher I'quality. It is double? taxation, but it is not unjust double 
taxation. 

In some places the principle of rliffcrentiation has not yet 
been adoirted. Wh<!n tia? income tax is added to the property 
tax, the incom(! from property alnsidy taxed is exempted, as in 
Massachusetts and in some of tla; .‘^wiss cantons. Many difficul¬ 
ties have, however, arisen in tla? endeavor to distinguish these 
property incomes. Thus in Ma-ssachusetts the question pre¬ 
senter! itself whether the income from a business could be taxed, 
if the property invested in the busine.ss was already taxed. In 
a leading case this practice was upheld on the ground that 
business profits are the result not only of the capital invested, 
but of the industry and skill of the capitalist.' Although this 
is no doubt true, as a matter of fact the interpretation of the 
Massachu.setts law was unjust Ijecause incomes derived solely 

* Wilcox pa. Middlesex, 103 Mass. .544. C/. the interesting discussion in 
J. A. Lane, Address on Taxation toUh Special Heference to Taxation upon 
Income deriml from Property subject to TaxtUion, Boston Executive Busi¬ 
ness Association, 1891. Cf. also Report of the Special Commission on Taxte- 
Hon, Boston. 1891. 
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from land or from other investments pay only once, while 
incomes derived from l)usine,s.s enterprise pay twice, once on 
the proiierty invested and again on the income derived. It is 
this inequality of the tax which renders the system crude and 
inequitable. This has been recognized in practice, and the 
custom has arisen for the assessor to allow six per cent on the 
capital invested in the business as roi)roscnting the income 
from capital, and to levy the income tax only on the surplus 
profits. In the Swiss (aintons similar provision is made by law 
and api)liea to incomes from all i)roperty, the amount exempted 
being four to five per cent of the capital. The.sc figures are, 
indeed, entirely arl)itrary, althougli they represent an inter¬ 
esting attempt to .avoid double taxation.* 

If, however, we accept the princijile of differentiation, this 
attempt is to a certain I’xtiait unnecessary. The higher taxa¬ 
tion of income from property as com|)arcd with income from 
other souriais is tInHjrctically defensible, although the exact 
amount of incix'ase <‘annot be fixed a priori. It is only when 
tlie additional rat(^ exceeds this amount tliat we can really 
apeak of unjust double taxation. Up to that point it may 
indeed l)e double taxation, but it is not necessarily unjust taxa¬ 
tion. We may, then, conclude tliat to bix property and also 
the income from property is not of itself inequitable, provided 
that the income from all property is taxed. To single out a 
special class, as is done in Massachusetts, does indeed involve 
injustice. But if the tax applies to all property, the simul¬ 
taneous taxation of property and income is not of itself repre¬ 
hensible double taxation. Incomes from property should be 
taxed higher than incomes from labor. 

The .second import,ant case of double taxation is connected 
with the question ot indebtedness. Shall debts be deducted 
from as.sessments for the i)roi)erty tax, or the interest on indebt¬ 
edness from assessments for the income tax? “ Is it double 
taxation to tax tin' creditor on tin? debt, and the debtor on the 
whole property including the debt? 

Put in this way the answer is plain. A man must be taxed 
upon what he has, not upon what he h.as not. What he owes to 
another is not really a part of his property. The one great reason 
why the countries of continental Europe are changing their 

* For some additional considerations, see infra, chap, viii, sec. ii. 

* The fullest study of this case is Heckel, Die Einkommensteuer und die 
SdnddHnien, 1890. 
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syatem from taxation of product to taxation of income, is that 
under the former method, which disregards the pcisonal posi¬ 
tion of the individual, no deduction is made for indebtedness; 
whereas by the income tux such de<luction is made. For net 
income can mean only tlie suridus above all necessary outlays— 
including interest on debts—connecUai with the acquisition 
of the revenue. Every income tax, whether in Europe or in 
America, therefore pennits interest on indebtedness to be de¬ 
ducted. 

What is true of the income tax is equally true, in theory, of 
the property tax. But the j)ractical limitations to the applica¬ 
tion of the th(s)ry in the ca.se of the latter, and more csfK'cially 
in the tax on personalty, are very consicU'rable. Th(! unfor¬ 
tunate experience of the United States has already been dis- 
cus.sed. 

There is, however, one siKsaal pha.se of the question which 
is of widespread interest. In the ease of a tax on land or on real 
estate, what should be done with the amount of the mortgage? 
The problem of doulrle taxation arises, a.s in .several of the 
American states, when the borrower or mortgagor is assessed 
on the full value of his land, .and tin; lender or mortgagee is also 
taxed on the amount of the mortg.age debt. If A, the owner of 
a HOD,IKK) farm, borrows |.■)(),tKK) from B, the state thus taxes 
Sl.50,0l)0, when there is really only .|1(K),000 of property; and 
so far as B is able to shift his tax on A, the latter pays the taxes 
for both.' On the oth(>r hand, if the mortgagor is allowed to 
deduct the value of the mortg.ag(‘, and if th(! mortgage debt is 
not taxed at all to the mortgagee, the state loses a legitimate 
revenue. It now taxes A on .?.i0,000 and <loe.s not tax B at all, 
thus getting a revenue from $50,000, when there is really 
$100,000 of property. In the one case we have double; in the 
other, we have inaderpiate taxation. 

What is the remedy? Several plans hjivi; been tried. Ac¬ 
cording to the first the mortgagor is taxed on the full amount 
of the property, but the mortgagee is exempt. This method 
is based on the theory that the tax on the lender will Iw shifted 
at any event to the borrower, that as a result of the exemption 
of mortgages capitalists will lend more reiulily and at a lower 
rate, and that the l)enefits of exemption will accordingly be 

‘ la 15(! Pa. 4S8, the taxing of both land and mortgage was held not 
to be double taxation. 
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diffused throughout the community.' This plan is obviously the 
■simplftst and mo.st effective method of avoiding double taxation. 
Several American states liave now adopted this plan, with 
great .sati.sfaction to all concerned. For under this scheme, in 
the ca.se mentioned al)ove, tlie state will still get the revenue on 
th(^ entin^ .$100,000 worth of property, and the mortgagor will 
not hav(! to j)ay the double tax, once to the state and again in 
the .shape of interest to the lender. 

A second i>l:in consists in exempting not the lender, but the 
borrower; not the credit of tin; mortg/igee, but the liability of 
the mortgagor; that is, to tax the lender on the amount of the 
mortgag(^ and the borrower on the value of the property minus 
the mortgage. In working out this scheme, however, several 
eommonwenith.s, like California and Massachusetts, adopted 
a .slight moditication. Aca'ording to the amended plan, the 
mortgagor can offset tin; amount of the mortgage debt. The 
mortgage, on tlu^ other harnl, is taxable in the hands of the 
mortgagia*, but it i.s treated as realty, not .as personalty—that 
i.s, its .saVu.s' does not follow' tin' domicile of the mortgagee, but 
it is t.axed in the locality where tlu' mortgaged property lic.s. 

If the tax is paid by th(' mortgagor, he may recoup it from the 
mortgag('o. In Ma.ssachuset,ts, it)dee<l, this provision is practi¬ 
cally void, because nearly all mortgages contain a clause requir¬ 
ing the mortgagor to pay taxes upon the mortg:rged estate, 
and a furtlier agreement to pay all taxes upon the debt in the 
event of the reixail of (he law. Tlu‘ practical result, therefore, 
is virtually (he same as if mortgages were exempt, and the bor¬ 
rower taxeil on the total value of his land.- In California, where 

' Sec Sclitcraati, The Shifling nml Ineiilcnre of Titxalion, tth cd. (1910), 
pp. 332-337. 

’See the Repitrt of the Spen'ol Committee, of the. lioxlon Exeeulivc Bimrwsi 
Amiciation on Tnxation, l.S,S!), p. 3|. Kor an investigation of the quratioD 
as to how far the rate of interi'sl lia.s Ixs'ii aifeeleil, set' Thomas Hills, Ad- 
ttreso on Taxation, delimrd liefore the liostan k'.cecutiee Husineeo Aasociation, 

1890, p. 20; and Nathan Matltiews, ,Ir., “ Donhie Taxation of Mortgaged 
Real Kstate," in Quarterli/ Joarnat of Keoaomics, iv. (1890), p. 339. Cf. also 
R. H. Dana, Double Taxation in .Maxsnehtm tta. I‘uhli.xhed under the auspices 
of the Masmrhimtts ,Anti-Donhte-Ta.cation Ixague, 1,89,5, pp. 72-86. For 
earlier discussions of the subject see Benjamin A. Willis, Remarks on ths 
Bill proridingfor the Exemption of .Mortgages on Real Estate from Taxation, 

New York, 1873; ,Iohn C. Ropes, Taxation of Mortgaejed Real Estate, Boston, 

1881; A. W. Beard, Taxation of .Mortgaged Property. Remarks before the 
Ijegialative Committee, n. p. 1.881; Henry Winn, The Exemption of Money 
Lenders from Taxation: its Effect upon the Interest Rate, Turners Falls, 
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the plan was incorporatetl into the constitution of 1879, all such 
agreements between mortgagor and mortgagee were void. This 
continued until 1907 when, after an amendment to the constitu¬ 
tion in 1900, a law was pa.s.sod permitting separate wntracts. 
Legal enactments, however, cannot prev(‘nt the operation of 
economic law. As a matter of fact, the interest rate on mor!- 
gages rose as a constaiuence of tlu? law, and it has even been 
claimed with some degree of tnith that interest rose by a slight 
amount over and .above the tax, to compensate the lender for 
trouble and ri.sk.‘ By th(' end of the nineties this was beginning 
to be recognized, and during the next, decade the conviction 
of the futility of the old scheme became so wiih'spread that in 
1910 the constitution wa.s again amended .so .as to provide for 
the complete exemption of mortgages. In th(> meantime, how¬ 
ever, the Massachusetts or California .system had been intro¬ 
duced in IfKKl in Wisconsin, h'ading there also to practical 
exempt ion.- 

In addition to these methods of .attempting to avoid double 
taxation we find .some alternative and halfw.ay .schemes. Sev¬ 
eral states which recognize the; inevitable shifting of a tax on 
mortgages to the borrower or, on the other hand, the practical 
impossibility of the discovery of mortgages by the assessors, are 
neve.'-l Iielc.ss not ready to abandon all revcaiue from this source. 
A few of thes(^ states try to solve the problem by levying a 
special tax on mortgages, but at such a low rate that there is 

1883; an<l tliemme author's Mortgage Exciiiplum and Taxuliunof Real Estate 
only, Iloalon, 1S.H9. 

* Sts? C. C. Plchn, “The Taxation of Mortgage,s in Califoniia," in The 
Yale Review, viii. (IK'.K)), pp. 31-()7. For later stiidies on the quistion of 
the incidence of tlic tax on mortgagtts see Mortgage Taxation and the Boet- 
udek Bills. Prcparixl by tlii! New York Tax lieforni A.ssociation, New 
York, lOO-t; Mortgage Taxaiion and hitere.rt Rates, ,\cw York, 1900, a study 
miwle by the New Y'ork Tax Heform Assxiation; T. I). Adams, “Mortgage 
Taxation in Wisconsin," in the. Quarterty Jonnud aj Eranamics, xxii. (1907), 
pp. 1-27; and li. A. Cam|>tM‘ll, Mortgage Taxation, .Mwlison, 1!)08. 

’Thesame By.stem at one time exiatixl in Mieliigan, Missouri and Oregon. 
The Missouri constitutional amendment of ISKK) was declared by the state 
court to be opposed to the federal <?on.slitutioii in itiissell vs. Croy, 164 
Mo. 69, on the ground that rorporate inortgagiM were not treated in the 
same way as those of individuals. In Oregon the law of 1882 was declared 
unconstitutional in 1884 for much the same reason, but the didcct was 
removed by an amendment of 188.'). In 189.3, however, the law was re¬ 
pealed. The Michigan law was also rejH-aled in 1893, and mortgages were 
again taxable as ircrsonal properly until 1911 when the mortgage-recording 
law was enacted. 
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less influcement to conceal thciii, A few others attempt to 
solve the problem by levying a small tax on the mortgage when 
it is reconJwl, and thereafter exempting it.' The first method 
involves practical ('xemplion from the beginning, the latter 
complete exemption after the first year. Thus the tendency 
may be said to be everywhei-e in th(‘ direction of exemption as 
the best means of avoiding double taxation.- 

In the abov(^ discussion we have treated primarily of indi¬ 
vidual indebtedness. 'I'lie sauK? question often arises in con¬ 
nection with corporate debts, <‘specially in the shape of mortgage 
bonds. It has usually been overlookcsl, however, that there is 
a distinction between individual and corporate (rroperty or in¬ 
come. In th(‘ ca.se of individuals, to (ax i)oth the property and 
the amount of the mortgage debt, is theoretically unsound, be¬ 
cause th(‘ individual's true taxable property consists in his 
surjrlus above indebtediuws. 'I'he (vipital stock of a corporation, 
howeviir, represeids, in m.any eas('s, otily a portion of the prop¬ 
erty, whil(‘ the remaindei' is represented by the bond(*d indebted¬ 
ness. In the United States, for example, it is well known that 
railroads are built mainly on the proceeds of mortgage bonds. 
To excanpt: the mortgage debt in tlu' case of these corporations 
would thus be ine(putid)l(>; for only by taxing both capital stock 
and mortgage debt can the staU' reach the true faculty of the 
corporation. In t.he case of indivi<luals, indebtedutvs diminishes 
the capacity to pay taxes; in tiu' case of (»rporations, indebted- 

U) this S0(' C. 1'’. Hdhinson, '‘Tlie Mortgage Iteoording Tax” in the 
Political Scieocc Quarterly, vt»l. x\v (1910), p. (KIO. 

’At pr(w'nt, (1921) only ('|('V('n of ilio Aiiiorioan states still tax both 
inortKagor and inoitnaKee; ten (( aliforiiia, Itlalio, l^juisiuiui, Maine, 
Muo’land, Ntav .horsey, Oix'Kon. LItali, Wasliington and Wyoming) exempt 
mortgages coinph*teIy; hmr ewempt mortgag<‘.s not exceeding a certain rate 
(New Hamjwhire and VtTmonf, Mississippi, and North Carolina 

if not over Sd,(KKl) widiiii ilie stale; one (Indiana) excmpt^i mort¬ 
gaged land to the (‘xlent of :?70(), provitl<*d that this does not exceed one- 
half of the value of the n‘al estate, but the morlgagi' credit is then assessed 
to thomortgjige(‘ at his residence; seven (('olonulo, Connecticut, Massachu¬ 
setts, Nebnuska, Ncviula, New .len^ey and N(‘w Mexico) deduct the mort- 
gage from the value of the lan<l, but {wnnit (lu^ mortgagor to assume the 
to, the mortgage being trealixl as an inl.Ti^t in the real catatc; three 
(Iowa, Pennsylvania and Hlaxle Island) tax mortgages at a special low 
rate; ^<l eleven (Alabama, Kentucky, Michigan, Minnesota, Missouri, 
New York, North Dakota, Ohio, Oklaiioma, South Dakota, Tennessee and 
Virgima) tax mortgages at a low rate when they are recorded, throu^ the 
t&ortgage-rcGording tax. Cf. R. A. Campbell, Afwtgage Taxation Depart^ 
meni, Madison, 1908; and E. L. McDonald, Taxation of Mortgages in 
Kentucky (with a table), Frankfort, 1916. 
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ness often augments that capacity because the so-called debt is 
in reality an integral and constituent oart of the capital. 

Strictly .speaking, the proper distinction is not between cor¬ 
porate and individual cr^it, but between production and con¬ 
sumption credit. In the case of individuals, money borrowed 
for purposes of consumption or to meet pressing emergencies cer¬ 
tainly comes under the above rule that indebtedness is to be re¬ 
garded as a burden. When, however, money is borrowed in 
order to enlarge the bu-siness, the credit takes the place of 
capital and may enable the borrower to make larger profits. 
The income of th<‘ borrower therefore is really increased by 
the surplus of the additional net profits, due to th<! loan, over 
and alx»ve the amount of thi' interest on tin; loan. In an in¬ 
come tax this is automatically provided for, sinc(^ the addi¬ 
tional profits figure on the one side, and the interest charge 
on the other side, of the income account. Where the tax is 
Icviwl on jrroperty, however, no allovvanci* is made. Strictly 
siH'aking, only so inm^h of the borrowed niom^y ought to be 
a.s.ses.scd to the borrowi'r a-s retiresents the capitalization of 
the aur[)lus profits. Practically, however, this is impoasible 
to a.scertain, and w(' are therefore justifu'd in demanding an 
exemption of debts from the i)roperty t.ix. 

(m the other hand, in the (ais<' of corporations, while debts 
are sometimes contracted to meet pressing exigenci(w, and may 
thus in a w'ay be considered a kind of (amsuinidion cnalit, mort¬ 
gage bonds at least are almost eX(dusiv(!ly issmd in order to 
provide capital. Economically, the eorporatt^ capital consists 
of the bonds and the stock. In Etigland, as is well known, there 
are even no railroa<l bonds at all, but simply debenture stock. 
It is therefore (prite fitting that the interest on coriwrate bonds 
should not be; deductible in cas(! of the income, tax, nor the 
inortgag<^ bonds thi'mselves in casc^ of the propert,y tax. It is 
the correct recognition of this fact that has led to the intro¬ 
duction of the tax on corporate loans in many states, American 
and foreign.' 

We come now to the third case of double taxation, which 
in the modern days of corporate industry has assumed much 

> The great defect in the otherwise admirable study of Heckel, mentioned 
above, is the failure to distinguish between corporations and natural per¬ 
sons. He is indeed forced to the practical conclusion that corporations must 
be liable for the tax on mortgage debts, but his arguments are not con¬ 
vincing; p. 182 of his work. 
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iportance,—that of the double taxation of a corporation and 
the invcHtor in corporate securities. If we tax the corpora- 
jn, shall we also tax the individual stockholder or bondholder? 
The great divergtmce of practice in America, as well as abroad, 
111 be discuased in another chapter; '.but the economic theory 
8imi)le. If the tax—whether on income or on property—is 
neral, and ai)plie.s to all classes of corporations and to other 
in-corporate investments .as w('ll, it is manifestly double taxa- 
m to assess the wamrity holder as well as the corporation, 
he tax on the corporation diminishes his income from the 
■rporate security; an additional tax on the security would in- 
>lve double ta.xation of the same income or property. But if 
e tax is a special or (ixclusive t.ax instead of being a general 
X, the matter is dilTerent. Iti that case the general doctrine 
capitidization of taxation will apply.^ If only one class of 
rporations is taxed, tlu! purchaser of these corporate securities 
ill escape taxation, because the amount of the tax is discounted 
the depreciation of the seiairity. I’or example, let us suppo.se 
at a corporation previously luitaxed ha.s been paying five per 
nt dividends on its stock ([uotc'd at par. If a special tax of ten 
T cent be imjHjsed on the.se dividends, th(^ stockholders will 
t only four and a half per cent. But since by the supposition 
her classes of corporations, or at all events other non-corporate • 
vestments, ari^ not taxe<l, tla^ price of the stock will fall to 
nety. Pwple who can get live per cent on their capital will 
it ordinarily consent to take four and a half per cent. The 
iginal holders of the stock will indeed lose, but the new pur- 
asers will not be affeeb'd, because the tax is capitalized and 
mIs to a depreciation of the capital value of tlie .stock. A 
vidend of four and a half dollars on stock costing ninety is 
good as one of five dollars on stock costing a hundred. A 
X levied only on corporate profits, or only on some special 
isscs of corporations, does not affect anyone except those who 
■come stockholders before the imposition of the tax. To tax 
c new purchaser on his security would not in such a case 
volve unjust double taxation.’ 

' Infra, chap, viii, sec. v. 

• See Seligman, The Shifting and Incidence of Taxation (3d cd.), pp. 221- 

6 . 

• This and the following point is not considered nt all either by Professor 
ftgner who is opposed to such double taxation of eorporations, “Direkte 
euern” in SchDnberg’s Handbiuh der TotUiechen Oekonomie, III. 1, 4Ui 
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There is one other condition under which the simultaneous 
taxation of tlie corporation and tiic security holder is not unjust. 
In the ca.se of a stockholder, we have seen that if the tux is gen¬ 
eral it is unjust to tax both the cor|niration and the stock¬ 
holder. In the case of a bondholder this would also ordinarily 
be true when the income tax on tin* corporation is, for instance, 
deducted from the interest of the bondholder as well as from the 
dividends of the stockholder. In some cases, however, it hap- 
prms that the coriioration is willing to assum(^ the tax as .a 
whole, and to count the t.ax among its fix('d charges, declaring 
the coupons free from tax. In such a case it is really the stock¬ 
holders who pay; for the interest on the bonds is fixed, and 
what is not deducted from the interest must be paid out of the 
surplus earnings whieh would otherwise ultimately go to the 
.stockholders. The bondholders are not reac'hed at all by such 
a tax, except in the very indirect way that they may lx; exposed 
to an ultimati' diminution in tin' security of tlieir lien. But the 
tax !is .such does not striki' them at all; their i)roperty or income 
in the corporate' bonds goes seot-free. ,\n additional tax upon 
the bondholder would thus re.illy not involvee any injustice to 
them. Here, as well as in the; pn'ceding cast', a stuily of the real 
incidence of the tax bt'comcs im))ortant. Wlitit is appari'iitly 
doubltt taxation may turn out not to be such. 

W(: may, thert'fore, sum U|) by siiying thtit in so far as the 
tax is gt'neral, it is manift'stly unjust to tax both itorporation 
and security holder; but that wht'ii tint bix is partial or when the 
corporation assumes the tax a.s a whole, the iulditional taxation 
of stockholder or of bondholder is not ncctwsarily either double 
taxation or ine(|uitable taxation. 

There remains the fourth and final form of double taxation 
by the same jurisdiction, which h.a.s given rise to considerable 
difficulty. This applies especially to cor|)orations. The ques¬ 
tion here is: Is it permis-sible to tax the corporation on its 
property and again on its c.apital stock? 

The answer from the economic standpoint is simple. While 
the exact relations between c.apital stock anil proixjrty are dis- 
cassed more fully below,' it is clear, for the purposes of this 

cd., p. 428; or by Professor Schucflle, who is in favor of such double taxa¬ 
tion {Die Steuem, vol. ii (1895), p. 24). 

* /fi/ra, chap, viii, sec. iii. 
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argument, that corporate property is at all events one of 
the elements that contribute to th(! value of the capital stock. 
If this be true, to tax the corporation on its property and then 
to levy an additional tax on its stock, is pro lanlo duplicate taxar 
tion of an unjust character. If other persons are taxed only 
once on property, corporations should not be taxed again on 
what is at all events a part of their property. 

This concludes the discussion of the important cases of double 
taxation arising from the actions of the same tax jurisdiction. 
Equally important arc the cases due to the conflicts of juri.s- 
diction between ind(!pendcnt taxing authorities. These we now 
proceed to take up. 

II. Dmible Taxation hy Competing Authorities 

The problems incluiled under this head are essentially of 
modern growth. Until very re(!ently they have received little 
attention, for three reiisons. In tin' first place, the international 
relations of commerce and industry were comi)aratively unim¬ 
portant; and even within the same state business im^tliods and 
bu.sines8 investments were far more; localized and less com¬ 
plicated. Secondly, the stranger in primitive society was 
originally an enemy. 'I'lic survival of this idea in the conce|>- 
tion that the foreigner, as such, is an especially desirable subject 
of taxation luis only slowly given way to the broader conceptions 
of the modern age. Thirdly and chiefly, in former times but 
little attention was givcai to the question of justice in taxation. 
Even when the general problem was considr'red, the details of 
double taxation were regarded as insignificant. But nowadays 
the question is forging to the front. 

It need not be iwinted out that amid the complexities of 
modern industrial life eciriality of taxation cannot be attained 
without a careful consideration of these problems. To-day 
a miUJ may live in one state, may own property in a second and 
may carry on business in a third. He may die in one phice and 
leave all his property in another. He may spend all his income 
in one town and may derive that income from property or 
business in another town. He may carry on business in several 
states, or if he has invested in corporate securities, the corpora¬ 
tion may be the creature of another state and may be situated 
or do business in a third. All these eases may affect foreign 
states or separate commonwealths of the same federal state, or 
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separate cities or counties of the same commonwealth. The 
possible entanglements are well-nigh innumerable.' 

The question thus arises: Where shall a man be taxed? 
Whatever principle we lay down, it is plain that, if every state 
or every tax authority followed the same principle, it would be 
easy to avoid double taxation. The complications arise from 
the fact that one state follows one principle, and that another 
state follows an opposite or conflicting jirinciple. la:t us d:scu.sa 
the different principles that have actually been employed. 

The oldest priucijjle is that of citizenship or political alle¬ 
giance. Originally only the citizen of th<? state or the burgess 
of the town had any obligation to the government under which 
he liv(‘d. Hut it soon happened that commercial relations de¬ 
veloped, until in modern times the actual population of any 
state or community is by no means limited to citizens. To tax 
only the citizen and to exempt the stranger, whether the stranger 
be from anotlu'r state nr only from another city, would plainly 
be in.odmissibh'. Political allegiance in this sense is nowhere 
to-day made the ba,sis of taxation. Yet when jmlitical allegiance 
involves a positive rather than a negative attitude, it is still 
followed, at all events in international relations. While the 
stranger is not exempted, the citizen living abroad is fre¬ 
quently held responsibh' to his country. Political fealty cannot 
be so easily abandoned; political rights involve political duties. 
Among them is certainly the duty b) pay taxes. 

In mo<lern times, however, the force" of political allegiance 
has been considerably weakened. The political ties of a non¬ 
resident to the mother country may often be merely nominal. 
His life may be s|Tent abroad and his re.'d interests may be 
indissolubly bound up with his new home, while his loyalty 
to the old country may have almost completely disappeared. 

•The qucstiiin law naliirally attractcci some attention in federal states. 
We find little discussioti of the problems in h'n'neh or English books on 
finance. It is only lately that the matter has Ixam seriously discussed in 
Germany and Switwrland. .Sec ("wfawially Schans, “Die Ort dcr Bes- 
tcuerung,” in Fiiuinz Archiv, vol. ix (1892); and G. Antoni, “Die Steuer- 
subjekte im Zusamini’nhalte mit der DurchfUhrung der Allgemeinheit der 
Besteuerung,” in Finnm Archiv, vol. v (1888), p. 916. A more recent 
work is J. Fischer, Die Ooppeibeateiterung in Slaat und Gemeinde. Mine 
Untemuchung uber die Bcutejierung der Bundesverwandlen und AueUlnder, 
eowie der Forensen, ruuch den direkten SUmle- und Gemeindeateuergeeeteen 
Deutschlande und der Schweiz, Berlin, 1909. Cf, also H. Kramer, Die 
Einkommen- und Vermdgenbeeteuerung der Aueldnder und Foremen, Berlin, 
1909. 
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In many caacs, indml, the new home will also become the place 
of a new [wlitical allegiance. But it i.s well known that in some 
countries the political bond cannot be dis.solv(«l ev(!n by per¬ 
manent emigration; whih; it l're(|uently hapi)ena that the 
immigrant has no desire to ally himself politically with what is 
socially and commercially his n'al homo. In the modern age of 
f the international migration of persons as well as of capital, 
( political allegiance no longer forms an adequate te.st of individual 
I fiscal obligation. It is fast bn'aking down in practice, and it is 
clearly iasufheient in theory. 

The .s econd prindp|e that may be follow(Kl is that of inere 
ti empnr.ary re-sidc ne e; every one who happens to Fe IhThe town 
or state may Ix^ taxable then'. This, however, is also inade¬ 
quate. If a traveller (dianees to spend a week in a town just 
when the tax collector comes around, tla^re is no good rimson 
why he should be as.sessed on his whohi property by this par¬ 
ticular town: the relations between him and the government 
are too slight. Moreover, as he goes from ithu^e to place, he 
may be taxabh^ in each place or in none. Temporary rc.sidence 
is plainly inadmissible as a te.st. 

The third principle is that of domicile or permanent rcsi- 
dcnce . This is a far mor<' defensible basis, and it Tnus'ihah'y 
arguments in its favor. 'I’hose who arc permanently resident 
in a place ought undoubtedly to contribute to its expenses. 
But the principle is not perfectly satisf.ictory. For, in the 
first place, a large part of the pro|ierty in the town may be 
owned by outsiders: if the government were to depend only on 
the permanent residents, it would lose a portion of its rightful 
dues. In the second place, most of the revenues of the resident 
population may be derived from outside sources, as from busi¬ 
ness conducted in other states. In this ease, the home govern¬ 
ment would l)e gaining at the expense of its neighbor. Thirdly, 
property owners like the absentee landlords of Ireland or the 
absentee stockholders of the railways in the western states of 
America cannot be declared devoid of all obligation to the 
place whence their profits are derived. Domicile, therefore, 
cannot be the exclusive consideration. 

The fourth principle is that of the location of the property. 
This again is undoubtedly legitimate to a certain extent. For 
a man who owns proiierty has always been considered to have 
such close relations with the government of the town or county 
where his property is situated, as to be under a very decided 
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obligation to support it. But for reason-x just the reverse of those 
mentioned in the preceding esise, tlie location of the property 
clearly cannot be the only test. IVrmancnt rcsiileiite of means 
owe some duty to the place where they live, even if their prop¬ 
erty is situated elsewhere. A New Yorker who hiw invested 
even his whole property abroad cannot be said to be entirely 
without any duty to sui)port tlu' New York or American govern¬ 
ment. 

We see then that each of the last three principles—tem¬ 
porary residence, domicile and location of property—has a 
certain, but none a complete justification. There is, however, 
one final principle, toward whi<'h all modern governments are 
tending, which reconcilt's the three preceding tests. This is 
the principle of economic inlerexl or economic allegiance, as 
against the antiquated doctrine of iw)litical allegiance. Every 
man may l)e taxeil by competing aufhorities according to his 
economic interests under each authority. I'he ideal solution 
is that the individual’s whole f.aculty sliould be taxed; but that 
it should be taxed only once, ami th.it it should be divided 
among the tax districts according to his relative interc.sts in 
each. The individual has certain economic interests in the 
place in which he happens to live, in the place of his domicile, 
and in the place or |)laces where his pro|X'rty is situated or from 
which his income is derived. If he makre money in one place, he 
often spends it in anotlu'r. 

It has bet'n jxiinted out elsewhere that the eoncep|jpp ,pf 
faculty in taxation involves t\vq cpasidcrat.ion»i—those con¬ 
nected with acquisition '‘'nd those connected 

with outlay o r consiimptioo.* In ap])ortioning the total fiscal 
obligation of the individual it is therefore nece.s8ary to ascer¬ 
tain from what place or places his earnings are derived, and 
then to observe in what iilace or places they are expended. 
Only in this way can his real economic interests be located. 

From this point of view the solution of the problem would be 
easy. Let the state or states from which t he earnings are received 
divide among thciaselves the taxes on jiroduction, that is, the 
taxes levied according to property or income or bu-siness or 
any other measure of productive capacity: let the state where 
the individual lives and where the earnings are spent levy 
taxes on consumption, whether direct or indirect. 

* See Seligmao, Progretsive Taxalion in Theory and Practice, 2d ed. (1908), 
pp. 290-294. 




114 


ESSAYS IN TAXATION 


This plan, however, involves one serious difficulty. Ex¬ 
penditure, for obvious reasons, is no longer considered so satis¬ 
factory a basis of tiixution as revenue. And although taxes on 
consumption are still largely employed and are defeasible for 
the central authorities, their ase for local or commonwealth 
purposes tends everywhere to be restricted to narrow limits. 
Where taxes on consumption are aliandoned, it Incomes nec¬ 
essary to devise sonu! compromise in ap|K)rtioning the tfixes 
on production. Some! writers have sugge.stcd that three-quarters 
of the tax on proj>crty or l)usin(!.ss or earnings shouhl go to 
the state of domicile, while others have jjroposed an equal 
division. It may l>e conceded that the exact division is nec¬ 
essarily arbitrary; but even an arbitrary division is better than 
no division at all. Whatever figures we ado|)t, it is none the 
less clear that the? principle of ecommic intercut will help us out 
of many a difficulty. 

In international relations we have scarcely begun to apply 
the doctrine; in fact, we still cling in part to the principle of 
political allegiance. TIk! result is much unjust double taxation.' 
In internal relations, sis in the federal states of America, Ger¬ 
many and Switzerland, more progress hius t)een made. In the 
United States, its to a large extent everywhere else, the rule 
of silus has been applied to real estate. This is taxed where 
it is situated. But in tiie case of [rensonalty or business most 
countries waver between tlio doctrines of situs and of domicile. 
In America, for example, while most of the states tax per¬ 
sonal property actually located within their lx)unds,- we find in 
many places the legal princii)lo, which had its origin in entirely 
different reasons, that personalty follows the owner —niohUia 
personam sequuntur? Accordingly if the owner is a non¬ 
resident, his personal property may Imj taxed twice—once by the 
state where it is located, and again by the state of his domicile. 

^ C/. from the point of view of intcrnatioual law varioua essays by E. 
Lcbr, “Ixia doubles imiKisitioim en droit international,” in JouttmI Clunet^ 
1901, p. 722; ‘‘Les bases de rim|)6t en droit international,” in Revue de 
dToit irUemaiional, 1897, p. 428; ‘‘Les Boses Mgitimes des im])6ts en droit 
international,” ibid., 1003, p. iW?. ('/. also L. von Bar, “Ol>at*rvations sur 
les principes du droit international concemant les im|>dts, notamincnt les 
doubles impositions,” ibid., 1900, p. 435. 

*That this is iK^rmissible is recognizefl in CV>e e.-?. Errolj 116 U. S. 517. 

*Or, as it is sometimes put, rnobilin inhnereni omhi4x domini. Cf. in 
general, Story, Conjlict of Imws, §§ .302, 383, 550. The original use mode of 
this principle in America may be seen in Gatlin t«. Hall, 21 Vt. 152. 
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Id the United States several commonwealtljB have indeed 
provided by statute for the exemption of a resident’s person¬ 
alty, if located and taxed in another state. Such is now the 
law in Alabama, California, Connecticut, Indiana, Louisiana, 
Maine, Massachusetts, Missouri, New Jersey, Ohio, Rhode 
Island, South Carolina, Vermont and West Virginia.' The same 
rule has been extended by judicial interpretation to Illinois, 
Kansas, Mis.souri, New York, North Carolina and Ohio." In 
other commonwealths the rule is applied only in ))art. Thus in 
Arkansas, South (hiroliua and Virginia a similar exemption is 
made for all personalty except in so f.ar as money, credits or 
investments in busimws are concerned.® In Delaware only so 
much of the personalty is exempt as consists of non-productive 
securities of other commonwealths.'* Finally, in Michigan all the 
personalty of a resident is taxable exci'pt that which is invested 
in another comraonwealtli.'’’ Hut in most of the commonwealths 
the legal fii^tion still prevails, and the individual is taxed on all 
his personalty irrespi'ctive of its location. 'I’he obvious rrault is 
double taxation of a nature which cannot possibly be justified. 

' Ala. Cmie (189(1), § 3911; Cal. Polit. Code (1903), § 3607; Conn. Gen. 
Slat. (1902), §2321 el erq. (appliin to property actually invested in mer- 
ehandisinn or inanufacturinu); Ind. Annot, Stal. (1891), §8410; La. Act 
July 9, I81K), no. 10(i, § 1; Mats. Laws, 1918, e. 129; Me. Rev. Stat. (1904), 
eh. 9, § I3-II; Mo. Rev. .Stat. (1.889), §§ 7,503, 7.508, 7.531; N. J. Rev. Stat. 
(1877), p. 11.51; O. Rev. .Slat. (1892), § 27;i.5; R. I. Pub. S(,at., chap. 42, 
§ 9 (applies only lo machinery, machine (ools, stock in trade, merchandise, 
lumber, co.al and stock in livery stables); S. (t Code (1902), §268; Vt. 
Stat. (1894), § :i62-lV; W. Va. Code, chai). 29, § 48, 

’Mills (’«. Thornton, 26 111. 3(X) (1861); Fisher vs. Commissioners of 
Rush County, 19 Kan. 414; State vs. St. Ixmis County, 47 Mo. 594 (1871); 
State ex rel. Dunnicn as. County Court, 69 Mo. 4.54 (1879); Valle vs. Ziegler, 
84 Mo. 214 (1882); Pratplc ex rel. Hoyt vs. Commissioners, 23 N. Y. 224 
(1861), which decidwl that shares of foreign corporations are exempt from 
local taxation in New York becausi! they have no sUia in the state; People 
ex ret. Trowbridge vs. Coninu.ssionerH, 4 Hun, .59.5 (187.5); 2 Jomjs Eq. 
Rep. .53, where (he principle ino/atni iiersomim sequmdur is declared to 
be “a fiction which has m) aptdication to ipicstions of ix'venue"; Carrier vs. 
Gordon, 21 Ohio, t)0.5 (186;i). The Supreme Court has now recogniied 
the principle that tangible personality if fiemianently located is taxable 
where located, and not elsewhere. Union Transit Co. vs. Ky., 199 V. 8.194; 
Southern Pacific Co. vs. Ky., 222 U. S. (13. For a comprehensive survey 
of the law set? “Analysis of Cases relating to Situs” by E. F. Trabue in Pro- 
ceedings of the National Tax Association, Eifhth Vm^erena, 1916, p. 242. 

•Ark., Mansfield's Digest, sec. .5048; S. C. Gen. Stat., chap. 11, sec. 149; 
Va. Code, sec. 492. 

* Del. Laws 1879, chap. 2. 


• Mich. Laws 1886, no. 163, sec. 2. 
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According to the doctrine of economic interest, the solution 
is plain. A large part of the tax should go to the place where 
the property lies or wh(mce the earnings are derived; a smaller 
share to the domicile of the owner. But this presupposes uni- 
form action on the part of the conflicting authorities. As long 
as no interstate or intcrcommunal agreements are made, the 
simplest plan would be for the state of location to tax the tan¬ 
gible property, and the state of residence to tax the intangible 
property or income therefrom. 

This conclusion, however, is complicated by several con¬ 
siderations. In 1h(^ first place, the intangible property may 
(consist of corporate securities, while the corporation may al¬ 
ready be taxed in the state where it is situated; secondly, the 
intangible’properly may consist of a mortgage on real estate 
abroad, which in that state is treated .as realty and already 
taxed; and finally, the Americ.an experience with the taxation 
of intangible personalty in general is very sad. For practical 
purposes, therefore, the conclusion would be: Tux only realty 
and tangible jwrsonalty, and tax tliis in the state of location. 
When the era of interstate agreements is finally reached, it 
will be feasible to attempt the more ideal plan of taxing the en¬ 
tire property or income, dividing the proceeds among the 
states of location and domicile according to a pre-established 
proportion, and in harmony with the doctrine of economic 
interest. In the interval it ra.ay be possible to reach intangible 
personalty through some form of nation.al taxation, the general 
government then to apportion the proceeds to the states. 

In Germany and Switzerland the situation is much simpler 
than in the United States because of the existence of federal 
laws regulating the entire subject. In Germany the federal 
regulation dates from 1870, .and w.os further developed by a 
law of 1909.* A German citizen is now subject to tiirect taxes 
only in the st.ate of his domicile or, where he h.as no domicile, 
in the state of his residence. Real estate and so-called fixed 
industry {slehende Gewerbe) can bo taxed only in the state 
where the real estate or place of business is situated. If there 

' C/. Th. CInuss, “Das Reichsgesetz vom 1.1 Mai, 1S70 wegen Beeeiti- 
gung der Dofipclbesteucning imtor vcrglcichendcr Berlicksichtigung des 
Schweizer Bundesrechts erlautcrt,” in Firumz Archil', vol. y. (1888), p. 138 
et aeq.; “Deutsches Doppelsteuergeaetz vom 22 Marz, 1909,” ibidem, vol. 
xxvi. (1909), p. 809 et seq.; R. Blochmann, “Das Reichsgeeetz wegen 
Beseitigung dor Doppelbi-steueriing vom 13 Mai, 1870 erUutert,” io 
Annolen dea Drutarhen Rcicha, 1887, nos. 7-10. 
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are several such places of business, the tax is divided among 
the various states according to a fixed proportion. If anyone 
is assessed in one state for a direct tax when he has paid a 
similar tax in another state for the same period, he has a right 
to reimbursement. The German law, however, is not complete 
in that it does not regulate the interlocal taxation. In the 
matter of local taxation it was thought best to leave the adjust¬ 
ment of conflicts to inter-.state agreements, and of these not a 
few have been consummated.^ 

In Switzerland, on the other hand, tire federal law applies 
to local as well a.s to state taxation. It was not until 1874 that 
the constitution ('mpowered the federal government to prevent 
double taxation. After that time tlu' federal council rendered 
a number of decisions most of which were sumnu'd up in the law 
of ISSS.'* The principles enforced are tin' s.'ime as in Germany, 
but are carried out in further detail and with greater effective¬ 
ness. The law applies also (o inheritance taxes, which accrue 
in the case of real estate to the canton where it is situated, 
and in the case of personalty to the canton where the de¬ 
ceased was domiciled. 

It will be well now to take up in turn the most important 
cases of double taxation by different jurisdictions. As the 
problems apply to int('rstate or inter-municipal complications 
as well as to difficulties between foreign countrii>s, the word 
alien must be understood to include persons from another 
town or commonwealth as well as from a foreign country. 
And since the questions ar(^ i)rcci.sely the .same when applied 
to corporate busine.ss as when applied to individuals or indi¬ 
vidual business, the term citizen must be understood to mean 
legal as well as natural persons. Let us proceed to discuss 
the cases in order. 

' Cf. Dr. StruU, “Die GemcindebosteaerunK dcs Einkommens aus 
auslHndischem Grundbesiiz and Gewerbebetrieb in Deutschland,” in 
Verwaltungsarchiv, vol. iv. (1890), p. 209; and Brincour, op. cil., p. 10. 

*Cf. the two works by E. Zurchcr and F, Schreiber, each cqtitled, 
Kritiache Darstellung der hu>ute.irechtlichen PTaiis helreffend das Verbot dor 
DoppelbesteueTUTig und Vorschliige zur Hsgdung disser Frags, and each pub¬ 
lish^ in 1882; B. Van Muyden, Expose critique ds la jurisprudence fidiraU 
err matiere de double imposition suivi des propositions en mjte de riglemerU de 
eette question par une loijldMe, tSSZ; P. Speiser, Das Verbot der Doppd- 
b^euerung (1887); C. A. Brodtbeck, Unser Bundesrechi in DoppelJbe~ 
sieuerungssaehen (1898); P. Steiger, “Ueber die Gnindzflge eines Bundes- 
gesetzea betreffend das Verbot der Doppelbesteuerung,” in ZeUsdirifi fir 
Sehxoeizerisches Rechi, vol. 43 (1902). 
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1. Shall a resident citizen be taxed on his property abroad or 
on his income from abroad? 

In international relations the principle of political alle¬ 
giance is still largely followed. Thus in England, and many 
other countries, as formerly and again more recently in the 
United States, a resident citizen is subject to the income tax 
on his entire income, wluitlujr received abroad or not. If, as is 
usually the case, the income is again taxed where it is earned 
we have a glaring case; of double taxation. It is only in the 
inheritance; tax that the principle of citizenship has begun to 
be weakened, and that the doctrine of location is applied to a 
small extent. 

In state and local taxation the principle of economic inter¬ 
est has maeie more; headway. In the United States, as well 
as in several of the; German commonwealths and Swiss can¬ 
tons, th(! rule of situs is genendly applied to real estate and to 
tangible p(»rsonalty and business; the rule of domicile to other 
forms of property or riwemie. In Germany the taxes on busi¬ 
ness, salaries and pensions, as well as on land, mu.st be assessed 
according to location. But all these rules are only an approx¬ 
imation to the ideally correct principle. 

In the case of business—whether individual or corporate— 
America is as yet in the rear of some of the European states. 
In purely local taxation the American commonwealths generally 
levy the entire property tax at the place of the principal office, 
although most of the business profits may be earned in other 
places within the state. In the case of corporation taxes, how¬ 
ever, a few states now pursue the more sensible policy of taxing 
the domestic corporation only on that part of its capital or 
earnings which is employed or received within the state. This 
is perhaps as near as we can get at the present time to any 
practicable solution. 

2. Shall a non-rcsidcnl citizen be taxed on his property abroad 
or on his income from abroad? 

This seems to involve a great stretching of the principle of 
political allegiance; yet we find it to be the practice at the 
present day in international relations. P'or instance, in the 
national income tax of 1894 in the United States, an Amer¬ 
ican was taxed on his whole income, whether he resided in 
America or abroad. Some states, however, like England and 
Austria, do not carry the doctrine of citizenship to this point,— 
they make no attempt to tax a non-resident citizen on his 
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foreign income. Other countries cling only nominally to the 
principle, by providing for a remission of ta-ves in case the 
citizen is actually ta.\nd abroad. And still others, like Russia, 
compromise the matter by exempting the citizen after he has 
lived abroad two years. 

In state and local taxation, the tendency is far more evi¬ 
dent to settle the matter according to the doctrine of economic 
interests. According to this principle, there is no imagina¬ 
ble reason why a non-resident citizen should be taxed for his 
property abroad. Moreover, neitluT the principle of location 
nor that of domicile has any application. Even if it were dcsira^ 
ble to levy such a tax, it is dilficidt to see how the obligation 
could be onfor(;ed, unless the non-resident happened also to 
own some real estate at home. And even then, the home prop¬ 
erty would scarcely be liable for the tuxes of the non-resident 
on his foreign income. 

3. tihall a non-resident citizen he. taxed o?i his •property at 
home or on his inanne earned at home,' 

Here, again, tlu! ideal solution would be, as in the fir.st case, 
that the home government should levy not the entire tax, but 
only the greater part, leaving a small share to the foreign govern¬ 
ment. But in default of such an arriingeinent, the most piiw;- 
ticable method is for the hom(> government to levy the whole 
tax, and to trust to the foreign government to avoid double 
taxation. 

As a matter of fact, this is the practice in international 
relations. Almost everywhere the income earned at home is 
taxable even though the citizen lives abroad; for in this case 
the principles of citizenship (or political allegiance) and of 
location come together. In state and local taxation, however, 
the practice is considerably modified by the principle of dom¬ 
icile, as applied to certain forms of personalty or income. We 
have seen the practice in America in regard to property; and 
in the few cases of income tiixation, the custom is still further 
restricted. In Massachusetts and Virginia, for instance, the 
income tax applies only to residents. 

4. Shall a resident alien he taxed on his properly or {•ncotrie 
in the state of residence^ 

This, together with the two following cases, is the reverse 
of the preceding cases. It is indeed evident that the alien should 
not be treated with greater favor than the citizen. Accordingly, 
if the non-resident citizen be taxed, the resident alien should 
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certainly not be exempt in so far as the same property is con¬ 
cerned. In international relations mo.st .states have here aban¬ 
doned the doctrine of i)olitical allegiance. There is no reason 
why it should not be abandoned; for the principles of domicile 
and of location lu^re converge and, combined, far outweigh 
that of citizenship. In state and local taxation the matter 
is somewhat complicated by a survival of the old jealousy of 
strangers. Not only is the resident alii'ii taxed, but he is some¬ 
times taxed at a higluT rate than the citizen, or is taxed when the 
citizen is exempt. We find this, for instance, in the United 
States where a higher rate is imposed on (pertain foreign com¬ 
panies (i.e. resident aliens). A way out of the difficulty has been 
outlined in the so-(adl<al reciprocal laws, according to which 
a state taxes resident aliens in tin? same way that its citizens 
resident in the foreign stat(‘ arc tlii're tax('d.‘ The wholesome 
dread of reprisals is often sullicient to prevent unjust double 
taxation. 

5. Shall a resident alien be taxed on his property abroad or 
on his inc.ome earned abroad? 

This case is not quite so simple. We h.avc seen th.at if we 
abandon the i)rinciple of ])olitical allcgianc(' and .substitute 
that of cconomi(! interest, a large part of the tax shoulil be paid 
to the country when^ the property is situated, and only a small 
part to the country of domicile. But when; this ideal cannot 
be attained, wc found it simpler to ai)ply, as far as possible, 
the doctrine of kx.'ation. 

In international relations it is to be noticed that almost all 
states have abandoni'd the doctrine of political allegiance 
and have substituted that of domicile. 'I'hat is, in England 
and in mast of the German states residents are liable to the 
income tax on their whole income, whether they are aliens or 
citizens, and whether the income is derived from the home 
country or from abroad. This was also the case in the 1894 
income tax in the United States. To put it in another way: 
when the princii)le of citizensliip is advantageous to a state, 
it is applied; when it is disadvantageous, it is not applied. Only 
a few countries (jxempt the foreign property or income of a 
resident alien. If the foreign state applies the principle of 
citizenship and the home state the principle of domicile, as is 
frequently the case, it is not to be wondered at that there should 
be so much double taxation. 

' Sec injra, chap, vi, sec. U., { 2. 
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In state and local relations the doctrine of economic inter¬ 
ests has made considerably more headway. Little attention 
is paid to the question whether the resident is a citizen or a 
foreigner, or wheth(>r we are dealing with a foreign or a domes¬ 
tic business or corporation. The i>robleni is solved very much 
as in the ease of the residcnit citizen. 

6. Shall a nun-resident alien be taxed on his properly or income 
in the stale? 

In international relations, here again, the principle of polit¬ 
ical allegiance has been abandoned, and that of location has 
been substituted. It is the almost universal custom for states to 
levy a tax on incomes arising within tluar borders, irrespective of 
the question whether tlie ris'ipient lives abroad or is a foreigner. 
The income tax law of 1894 in the United States formed no ex¬ 
ception. The difliiailty arises in the practical enforcement of the 
law, where the jrroja'rty or the source of income; docs not con- 
.sist of tangible property. 

In state and local taxation the prol)lem is comparatively 
simple as regards tangible i)ro|)i‘rty, whiedi is taxed where 
it is located. But in the case of intangible property, not capable 
of a situs, the cpiestion aris(;s whether it should follow the dom¬ 
icile of the owner, and to that extent be beyond the jurisdiction 
of the taxing jiower; or whether the intangible property may not 
be declared to have at k'ast an economic, situs in connection 
with the tangible' property on which it is ba.sed or which it 
represents. In so far as corporate; .se'curitie's are; eeoncerned, this 
question will be; treaite'e! in a subse'quent chajke'r. In the case 
of earnings from beisincss, .since; there must generally bo an 
office or an agent in the state through which the e'arnings are 
received, the alien (or foreign busine'ss or ejorporation) is to 
that extent no lemger a nem-resiele'nt. But even here the prin¬ 
ciple of economic intere'st is ck'arly applicable. 

In the ca.se of the inheritance tax international complications 
have recently a.ssumed important dimensions. In the British 
empire the difficulty has l)ecome esp(;cially acute in view of 
the high inheritance taxes levied simultan(;ously by the mother 
country and by the states of Australasia or South Africa. At 
the last imperial conference in Ijondon this was made the sub¬ 
ject of urgent representation by New Zealand; but the British 
government could not see its way to abandon the large revenues 
now derived on the estates of non-resident citizens. 

Of recent years the problem of double taxation has also be- 
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come acute in the United States in the case of the inheritance 
tax whicli is now so widespread.' At first, as in the case of the 
general property tax, whih; real estate was usually taxed only 
in the state of its niluit, most of thi; commonwealths taxed not 
only all the la^rsonal jjroperty of resident decedents but also 
such personal property of non-resideait decedents as was ac¬ 
tually or technically within the state, as moneys or securities 
in the local banks or deposit companies, or other evidences of 
debt. Some states even went further and taxed the securities 
of corporations organized under their laws, even though the 
decedent was a non-resident and the securities were in some 
other state. In this way then; was the possibility of not only 
double, but triple or quadruple taxation. For if the citizen of 
state A, whose entire fortune consisted of railroad bonds, hap¬ 
pened to die in state 15, leaving on deposit in state C the securi¬ 
ties of a railroad organized in state D but actually operating in 
state E, his whole estate; might be taxable by each of the five 
states. A case actually occurred a few years ago in New York 
where a decedent’s estate was compelled to pay no less than 
four taxes to difTerent states on the same portion of the estate. 

About one-half of the American commonwealths still follow 
the old method. Several states, however, now endeavor to 
avoid double taxation by maintaining tin; principle that per¬ 
sonal property should be taxed only at the domicile of the de¬ 
cedent.' Others, again, have adoptcil this princi])le only in 
part. Maine and Vermont, for instance, allow a resident dece¬ 
dent’s estate credit to the extent of taxes imposed on the same 
inheritance by another state. As to non-resident decedents, 
however, their personal property in the state is still taxable, 
but only to the extent that the amount of tax may exceed the 
amount imposed by the state of the ilec(;dent’s domicile. A 
few states, again, have a reciprocal provision. Massachusetts, 
for instance, allows a credit for taxes jraid to other .states, but 
oiJy if the law of such other state contains a .similar reciprocal 
provision. Finally in a few states we find retaliatory provisions. 
Connecticut, for instance, taxes the stock or registered bonds of 
domestic corporations to non-resident decedents only when the 

‘ Cf. infra, chapter v. 

•Such are iVrkanatus, Idaho, Kentucky, Louisiana, Maryland, Minne¬ 
sota, Missouri, Montana, Nebraska, New York, North Dakota, Oregon, 
Pennsylvania, South Dakota, Tennessee, Texas, Utah, Virginia, WaaMng- 
ton. West Virginia and Wyoming. 
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state of residenoe taxes similar securities of its own corporations 
when owned by a decedent of Connecticut. 

This whole subject was carefully considered by a committee 
of the National Tax Association, which rciwrted a so-called 
model law in 1911.^ The committee recommended the adoption 
of the simple rule that the tax should be imposed, in the case of 
residents, upon all their intangible pro[)erty and upon such 
tangible property as was w'ithin the state; but that in the case 
of non-residents the tax should be imposed only on the tangible 
property within the state. The New York law of 1911 followed 
this recommendation clo.sely and limited the taxable property 
of non-residents to tangible ])roperty w'hich was defined as 
“ corporeal property such as real estate and goods, wares and 
merchandi.ses, and shall not be taken to mean money, dejwsits 
in banks, shares of stock, bonds, notes, credits or evidences of 
an interest in projjcrty or evidences of debt.” ■ The same 
princi{)le has been atlopt(>(l in the Massachusetts law of 1912. 
Were all the states to follow the. same rule, the situation would 
be simplified. In the meantime, however, in default of a fed¬ 
eral compulsion or of an interstate agreement, the possibility 
of double taxation is by no nn'ans eliminated. Residents of a 
large financial centre lik(‘ New York are especially exposed to 
simtdtaneous taxation on the securities of foreign corporations,’ 
and will remain so unless a provision is adopted as in Switzer- 

' Arldreases and Proceedings of the Fourth Intermtiional Conference, of the 
Intcmalienal Tax As.strcintton, Cnluinbu.s, 1911, j). 279 et seq. As to the 
change of name from International to National Tux Association, cf. 
mjrra, p. 20, note. 

*The history of the New York law is typical. The original law of 1886 
(lid not tux the personal property of a non-resident decedent. An amend¬ 
ment of 1887 was designed to aceompli.sh this, !>ut the law was so worded 
that the result ensinsl only when the decedent also owned real (state within 
the state. In 1892, however, this condition was abrogated, and from 1892 
to 1911 the revenue from the tax on the personal iirojierty of non-resident 
deeedents amount(xl to from ontvninth to onotwelfth of the (mtire proceeds 
of the tax. This deficit was, however, more than made good, under the 
law of 1911, by an increase of the rate. Cf. the following chapter. 

• We arc told, for instance, that the securitit* of about 450 large cor¬ 
porations are dealt in on the stock exchange of New York. Of these, 32 
arc incorporated in New York, 84 in New Jersey, 70 in Massachusetts, 
33 in Michigan, 33 in Maine, 27 in Pennsylvania, 21 in Illinois, and 14 in 
New Hampshire. In all these states, except Pennsylvania, a tax is imposed 
on the stock of such corporations when owned by a decedent of New York. 
Cf. Annual Beporl of the CompIroUer of the State of New York, Albany, 1912, 
p. xiii. 
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land or as in Maine and Vcnnont. Moreover, it is not very 
probable that the Western states which suffer from absentee 
ownership will agree to altaiidon the taxation of the securities 
of railroads owned in tin; East. As long as the present condi¬ 
tions continue it is nio.st desirable that .some interstate arrange¬ 
ment i)e effected whereby only such i)roj)ortion of the .securities 
be taxwi a.s corres|H)nd.s to the mileage or other criterion of 
property within the state. 

From the abov(! review, it is evich'nt that the question where 
a tax ought to be imposed involves a r.athor simple theoretical 
problem and many very difficult practical problems. It is the 
same with almost every question of taxation. A.s a matter of 
principle, it is ea.sy to (hjcidi^ that a man should be taxed ac¬ 
cording to his faculty; as a matter of practice, it is not so ea.sy 
to apply the principh; of faculty in the actual tax system. So 
we have found that in tla^ case of double taxation due to con¬ 
flicts of jurisdiction the ideal principle is that of economic in¬ 
terest or economic, alh'giaiice, modified in a few cases by that of 
political allegiance, 'riie difficulty arises when we attempt to 
embody this principle in ('(|uit.able assc'ssments. 

If we observe the legislation of the most progressive coun¬ 
tries, wo find, espt'cially as regards internal or federal relations, 
a distinct tendemy toward the realization of this principle. 
Economic inten;sts are divided between the places of location, 
of domicile and of residence. However differently various 
states may moas\ire the relativ(' importance! of each, there is a 
steady progress toward the recognition of the principle. In 
the case of real estate the solution is obvious; in the case of 
intangible personalty, of bu.sin('.ss earnings and of interest from 
loans the problems are far more complicated. To work out the 
solution ' for each kiml of tax would take us too far afield. But 
it cannot be too strongly emphasized that in federal states no 
satisfactory system of taxation can be attained until two condi¬ 
tions are realized. We need, in the first place, a substantial 
interstate agreement to pursue the same gener.al policy in cases 
of conflicting jurisdiction; and we need, in the second place, 
a virtual acceptance of the doctrine of economic interests in 
taxation. When once these conditions exist, it rvill make com¬ 
paratively little difference how the principle is interpreted. For 
if it is everywhere interpreted in the same spirit, there can be 

' For a study of the practical problem us applirat to the corporation tax, 
sec »afra, chapter viii, sec. iv. Cf. in general the monograph of Walker. 
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little double taxation; and with increasing experience we may 
expect to find closer and closer approximation to strict justice 
in the application of the principle. In international relations 
we are still very far removed from the ideal; in internal taxa¬ 
tion—federal, state and local—the drift is unmistakably in the 
right direction.* 

‘ The recent cnomious increuse in the rates of the income tax and the 
inheritance tax in all countries and the development of tht^si; taxes in the 
American commoms'ealths have hniUKlit the prohlem.s of interstate double 
taxation to the fore. P'or a tliseuasitm of some recent eomplications site an 
article by the present writer “'Fhe Taxation of Non-Hesitlents in the New 
York Income Tax” in The, Bidldin of (he National Tax Association, vol. v 
(1920), pp. 40- 50. The British Income Tax Oommiasion, of 1920 after care¬ 
ful consideration, recommended relie f from doubh* income tax within the 
Empire, but held that as betwwn Great Britain and a foreign country 
reciprocal arrangements w'ould be necessary. The United States income 
tax law however, now pemiits the deduction of any similar tax levied by a 
foreign government. 1'hc League of Nations ha.s now taken up the general 
subject of double taxation, and has arranged for u committee report. A 
preliminary Memorandum on the subject was Jianded in by Basil P. 
Blackett in 1921. 
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THE INHEHITANCE TAX 

The inherit,ancp tax,' as now understood in most, countries, 
is essentially the product of modern democracy. It was, indeed, 
not unknown to anticpiity. In Rome the vicesima hereditatium, 
a tax of a twentieth part of inlKnitances, was imposed at the 
beginning of the empire to pay the pensions of the veteran sol¬ 
diers. In the middle ages the relief and the hcriol w(tc exacted 
by the overlord in return for the privilege of succeeding to the 
possession of property. Rut while tla^ influence of the mediawal 
idea is still to Ix' se('n in a f(‘W of tia? continental countries where 
the paymetit is ix'garded as made for tiu' privilege of .succession, 
the tax is almost everywhere of independent and comparatively 
recent origin. In Holland, in France and even in England, 
parts of the existing inheritams' taxes are survivals of the sys¬ 
tem of charges on transfers and transactions.^ In many English- 
speaking states the term probate duties is still employed, signi¬ 
fying that the original conception was a charge for the privilege 

* Cf. M. West, The Inheritance Tax in Cnhimbiii Studies, 1893, 3d cd., 
1008; A. W. Wnward and W. E. Willan, The Taxation of (hijntal, London, 
1919 (containing on pp. 7.5-78 a bihliograpliy of the British death duties); 
V. Schcel, JirhschaflssteiHrn iiiui flrbschaftsreform, 2d «!., 1877; Eschenbach, 
Erbrechtneform and HThsehaftssUaur, 1891; Kriiger, IHe Erbschaftasleuer, 
1889; P. Audi*, I)e Tiinpht sue tea mahUwns jiar dhcla, Paris, 1890; E. 
SevenO, Intpht sitr lea aiiccvsaiona, Montpellier, 1900; Oarelli, Vinrpoata 
aucceaaoria, 1890; and several articles by Schanz in Finam Arch.'v, vote, xv- 
xviii. The earliist Ixiok on the subject is the anonymous UeberErbachafta- 
ateuer oder Uichende Erben-gehuhr, Erlangen, 1790. 

For the Unitisl Stales siv A. W. Blackmorc and H, Bancroft, The In¬ 
heritance Tax Lam containing all Anurican Decisiona and existing Statutes, 
Boston, 1912; and H. Bancroft, Inheritance Taxes for Inveslora, Boston, 
1011, 2d ed., 1917. 

’C/. P. Hivenael, “Dio mittelalterlichen Erhschaftsstcuem in England” 
in Deutsche Zeitachrift fur Kirchenrecht, vols. xix, xx; and his Uimptt sur lea 
succcaaiona en Angteterre, Moscow, 1907, 
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of having the will probaUxi; and in some places the various forms 
of the inheritance tax are included among the stamp taxes, or 
taxes on transactions. But in nio.st countries the older idea has 
been abandoiu'd. The inheribuice tax is to-day found primarily 
in democracies like those of I'higland, Switzerland, Australia 
and America; and in other countries its development has gone 
hand in hanel with the spreael of democriitic idexus. 

It may be askoel why democracy shoulel favor the inheritance 
tax. The answer ele'])e'nds upon the' feerint of view from which 
we regard elernocratic temdencie's. If wo .say, ;ls some Irelieve, 
that the trend e)f democraew is ne'e'e'ssarily towarel socialism, 
the iinswer is plain: the' inlierilanex' tax is imposee:! because 
democracy is joaleais of large' foi’tune's. But if, em the other 
hanel, we hedel with the' levs pessimistic critiees that modern 
democracie's are' e'tieh'aveering .simirly to elo away with the abuses 
that have come down to us frean the aristocracie-s of the past, 
we imiy chiim that the inheritanex' tax is eaily a me'ans of si'cur- 
ing e'etuality in taxation and of re'alizing the principle of ability 
to pay. Because' the' tax has free|ue'ntlj' Ixeeai urge'd by those 
who are opposeel to large' feertuiu's, it hiis usually Ix'cn overlooked 
that it may be' (h'fe'iieh'el on jaire'ly eceeneHuic greeunds as in com¬ 
plete harmony with the' ge'neral princiieles of ee]uitable taxa¬ 
tion. 

The- earlievt argume'iit for the inheritance tax had its origin 
in Bentham’s plan to abeelish inte'state: inheritances; that is, to 
provide, when the're; was no will, for the' elevohition of the prop¬ 
erty to the state'.' The' title' of the e.s.say is explained in the 
following problem; 

“What is that moele of supply of whieeh the twentieth part 
is a tax, and that a he'avy one, while' the whole would be no 
tax, and woulel not be felt by anytxjely? ” 

The solution of the problem, according to Bentham, lay in 
the abolitiem of intestate succession exex'pt in the case of im¬ 
mediate relatives. To this he adeled the; limitation of the power 
of bequest of testators without direct heirs. The old principle 
of escheat was to l)c extended to include the inheritances 
or bequests then going to collateral relatives. But Bentham 

' The full title is “Supply without Burden, or Escheat vice Taxation, 
being a PropotuU for a Saving of Taxes by an Extension of the Law of 
Escheat, including Strictuns on Collateral Succession comprised in the 
Budget of 7th December, 1795.” In Jeremy Bentham, Collected Work*, 
Bowring’s edition, ii., p. 
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claimed, further, that the state should have an equal share in 
the suras going with or without a will to such close relatives as 
grandparents, uncles and aunts, and perhaps nephews and 
nieces, as well as a nwersionary interest in the succession of 
childless direct heirs without prospect of children.* 

Bentham held that this was not a tax, and that precisely 
in this fact lay its chief advantage,—that of “unburthen- 
someness,” or, as we would say, freedom from oppressiveness. 
According to the g(meral i)rincii)les of human nature, said he, 
a man is led in the case of a tax on successions to look upon 
the whole of what is left to him as his own, of which he is then 
called upon to give up a part. But if uikUt the law regulating 
successions lu; knows that nothing, or only a small share, is 
due him, Bentham claimed that he would suffer no hardship. 
“For hardship depends on disappointment; disappointment 
upon expectation, and if the law of succession leaves him noth¬ 
ing, he will not expect anything.” - 

Eh(aggerat(!d as Bentham’s distinction undoubtedly is, it 
contains a kernel of truth; iiamidy, that there is no such thing 
as a natural right of inlu-ritance, and that the extension of 
intestate succession to collal<'ral relatives is under exi.sting 
social conditions defensibk' only to a v(‘ry limited extent. 
Whatever may have been the original family theory of prop¬ 
erty, it may be argued with some force that the bonds of the 
wider patriarchal family life have been considerably loosened 
in modern times, and that the family consciousness extends 
nowadays only to the nearest ndatives. 

While Bentham looked upon the matter primarily from the 

> Tlic plan ia deruu'd to be “the appropriating to the use of the public all 
vacant succc^iona, property of every denomination included, on the failure 
of near rclation.s, will or no will, sul)je<a only to the power of bequest, in 
respect of the half of whatever property would be at present subject to that 
Ijowcr,” 

«As he puts it in another i)laee: “The riddle begins to solve itself: a 
part taken and a .sense of burthen left; the whole taken and no such effect 
produced; the effect of a part, greater than the effect of a whole; the old 
Greek p&radox verifitH), the part gix'alrr than tho wholo. Suffer a mass of 
property in which a man has an interest to get into his hands, his expecta¬ 
tion, his imagination, his attention at lea-st fiustcns upon the whole. 
Take from him aftcrwmd a part . . . the parting with it cannot but excite 
something of the sensation of a lo.sa. . . . Take from him now (I should 
not say take), but keep from him the whole, so k<«ping it from him that 
there shall never have been a lime when he expected to receive it; aO 
hardship, oU suffering, is out of the case.” 
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point of view of escheat, it was but a step to extend the argu¬ 
ment, and to say, as many writers nov do, that, since it is ex¬ 
ceedingly difficult to draw a sharp line where the family con¬ 
sciousness ends, it is more just and more practic^ablc for the 
state to take away a small part from direct relatives and an 
increasingly larger sum from the more remote relatives. The 
tax, in other words, would be graduateii accoriling to the degree 
of relationship. What was originally nothing but an extension 
of escheiit, thus grew into the idea of a graduated collateral 
inheritiince tax. Even Benthain himself, although protesting 
against the u.se of tin? word tax, virtu.'dly advocated a graduated 
tax when, !is we have seen, he ))roposed t he exemption of direct 
heirs; the confiscation of fifty per cent from grandparents, 
uncles and aunts; and the seizure of the whole in case of intes¬ 
tacy. Thus the extension-of-escheat argument, which was 
meant originally to apply only to intestacy, has been made to 
include also a limitation <jf the |M)wer of bequest. 

A supposed variation of this line of re.a.soning is seen in what 
is called the tlnawy of state co-hcirshii) or co-partnership. It 
originated with Bluntschli, who used the expre.ssion slmtlickea 
Miterbrecht, ami has found its way int{) some recent treatises. 
Its most vigorous recent defender is Andrew ('arnegie, who is as 
enthusiastic about a iirogressive inheritanci^ tax a.s he is opposed 
to an income tax.' Sometimes Bentham is cited as the origi¬ 
nator of the doctrine, but this is a mistake. As Dr. West so well 
puts it:— 

“Bentham’s plan was to abolish intestate inheritance except be¬ 
tween immediate relatives, to restrict the ixjwer of ixaiuest of testa¬ 
tors having no direct heirs, and to ;^ve the slate a part of the property 
of decedents in certain cases. Be called the system which he pro¬ 
posed an extension of recheat, .and based it. not uix)n any right of in¬ 
heritance in the state, but u|X)n the absence of any reason for the 
operation of intest.ate inheritance between individuals not closely re¬ 
lated. It is therefore a mistake to call Bentham a representative of 
the theory of state co-heir.ship. But later writers have coinbinetl with 
his argument the thought that the state should inherit proixtrty from 
individuals because of what it dos'S for them during their lives. The 
state is sometimes represented as a larger family; according to Ilmpfen- 
bach, the bond of kinship between distant relatives loses itself in the 
whole nation, which therefore inherits the projxirty of individuals as 

‘ Mr. Carnegie stated that the “ American republic is the partner in 
every enterprise where money is made honorably.” C/. Scligman, Progrtt- 
aim Taxation, 2d ed., 1908, p. 322. 
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the family inherits the projKjrty of its members. Such expressions as 
these, however, must be regarded a.s metapliorical rather than scien¬ 
tific. The stab! may acquire property by e.scheat, but not by inherit¬ 
ance. Inheritance implies kin.sliip, utul the modern state is not a 
genetic a.ssociation. The representation of the state a.s co-heir is either 
a mere figure of speech (and as such it is as old .as Pliny), or else it 
results from a confusion of itdieritanco and escheat. Inheritance is 
not a matter of public law; it is for private law to prescribe how far 
inheritance shall be iwrmitted Ix'tween individuals, and for public 
law to ordain that where inheritance ctids escheat shall begin.” ‘ 

We now conic to the second theory, which may be called 
the socialistic or dilTusion-of-wealth theory. It is based upon 
the doctrine that it is the function of government to use the 
power of taxation a.s an engine of social reparation in checking 
the growth of large fortunes and in bringing about a more 
equal distribution of wealth. 

In its origin this theory was not soci.alistic. John Stuart 
Mill accepted Hentham's reasoning, but developed it. Since 
he did not consider the right of inheritance as necessarily in¬ 
volved in the private ownership of property, he desired to 
extend the abolition of intestate sueceasion to direct heirs, as 
well as to collateral relatives. Moreover, even in the case of 
a will, no one, ho thought, was justified in demanding more 
than a fair competence. His plan was as follows:— 

“That no one person should be jiermittcd to acipiire by inheritance 
more than the amount of a moderate indeijondonce. In case of in¬ 
testacy, the whole property to escheat to the state: which should be 
lx)und to make a ju.st and reasonable provision for descendants, that 
is, such a provision a,s the parent or ancestor ought to have made, their 
circumstances, capacities, and mode of bringing u|) Ixang considered.”® 

This argument is not necessarily socialistic; but it is per¬ 
haps open to question on other grounds. It may be regarded 
as opposed to the family theory of property, which even in its 
narrower sense, a.s8umes that as a man acquires property 
largely in order to leave it to his children, for whom he ought 
to provide, there is reasonable ground for demanding the per¬ 
petuity of the means of family support. Denial of the right 
of inheritance by direct heirs thus seems to involve an attack 
upon the unity of the family. On the other hand, the right 

* Pditieal Science Quarterly, viii., p. 431). 

® Piditical Economy, book v., diap. i.\., sew. i. C/. book ii., chap, ii., secs. 
Hi., iv. 
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of inheritance within the family has already been largely modi¬ 
fied by the freedom of bequest; and if a man is at liberty to 
give away his whole fortune to outsiders, we cannot well speak 
of a family right. In parts of continental Europe, indeed, we 
have the survival of the old idea in the institution of compulsory 
children’s share (portion Ugitime, PfiickUlmlsrecht). Even in 
the United States some of the commonwealth laws prohibit 
the bequeathing of more than a eert.ain portion of the estate to 
charitable or public nses when there is a child, a widow or a 
parent. But, as a general rule, in ICnglish-speaking countries 
the right of bequest is free. It is well known that inheritance 
is older than bequest, and that the hitter system was introiluced 
into the Roman law, not to limiti inheritance, but to provide 
heirs in default of near relatives. Thi; modern right of free 
bcque.st is, therefore, really opixised to the older family idea 
of property, which takes shajic in t he assertion of the right of 
inheritance. It thus becomes a very dithcult question to de¬ 
cide how far inheritance may be (l('manded as of right. Never- 
theles.s, it may be said th.at most thinkers, as well as the mass 
of the public, would still to-day maintain the custom of in¬ 
heritance, not indeed as a natural right or as a necessary 
coasequence of the right of private projicrty, but as an in¬ 
stitution that is on the whole socially desirable.^ 

While there is .some scientific justification for the doctrine 
as originally expounded, it is unquestionable that most of its 
defenders plant themselves .squansly on the ground that it is 
the function of the state to check the aggregation of wealth 
into a few hands, and to provide for the equalization of for¬ 
tunes. These writers would put a limit not only to the amount 
of wealth acquired through inheritance or beriuest, but to the 
amount acquired in any manner. No fortunes .should exceed 
a definite sum. Such a doctrine is very di.stinctly socialistic. 
Those who arc not prepared to accept socialistic premises 
and socialistic methods of reasoning cannot acknowledge the 
validity of the diffasion-of-wealth argument. 

While the premises may thus be regarded fus wrong, the con¬ 
clusion may nevertheless be right, for the same conclusion may 
conceivably be drawn from utterly dissimilar premises. Just as 
* The proposition that inheritances not due to the saving of the decedent 
should be taxed at higher rates is advanced by E. Rignano, Di un socialimo 
in accordo coUa doUrina eamomim liherale, Turin, 1901, and Per una 
riforma aocialiata del diritto successorio, Bologna, 1920. Cf. his “A Plea 
for a greater Economic Democratization” in The Economic Journal, xxix 
(1919). 302. 
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it has been elsewhere shown that progressive taxation may be 
upheld by decided opponents of socialism,' so it can be shown 
beyond dispute that the inheritance tax may be supported 
through entirely different arguments by those who oppose the 
doctrine of the diffusion of wealth. Brushing aside, therefore, 
the socialistic doctrine as inadequate and unsound, let us exam¬ 
ine these other arguments. 

The so-called cost-of-service theory, which is occasionally 
found, treats the inheritance tax simply as a fee. The probate 
courts are a source of expense to tlie government and a source 
of special benefit to those that utilize their services. What is 
more reasonable, then, than that those who receive the special 
benefit should defray the cost? 

This argument, however, would justify only very light 
charges, and it would result not so much in an inheritance tax 
ns in a system of probate fees. Such probate fees are occa¬ 
sionally found; but as soon as they exceed the cost, the theory 
is no longer applicable. The probate duty in lOngland, for in¬ 
stance, soon outgrew its original character of a fee. Another 
objection to this theory is that logically the charge ought to 
be regressive, not proportional or progressive; that is, since it 
costs proportionally less, to probate a large sum than a small 
sum, the rate ought to be lower on a large inheritance than on 
a small one—or, at all events, it ought not to grow with the 
size of the inheritance. As a matter of fact, the inheritance 
tax of 1889 in Wisconsin was regressive.^ 

A somewhat more substantial theory is that which con¬ 
siders the inheritance tax as the price of a special privilege. 
It is regarded not so much as a fee paid to defray the cost of 
government services as a charge proportioned to the advantages 
that accrue to the recipient of the inheritance. From the legal 
point of view, this has much to recommend it. In the United 
States, for instance, if regarded as a tax on property, the charge 
would conflict with the constitutional provision found in many 

' See Scligmaa, Progressive Taxation in Theory and PracHxx, 2A cd. (1908), 
p. 142. 

•So in the American commonwealths, as Wisconan, Minnesota, Illinois 
and New Hampshire. 

• Estates not exceeding $3,000 were exempt; up to $500,000 they paid 
one-half of one per cent; on the excess .above this, one-tenth of one per cent. 
The charge was declared to be "in lieu of fees.” but it was held to be a tax, 
and therefore unconstitutional because applicable only to one county. 78 
Wis. 469. See West, op. nit., p. 77. 
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commonwealths, requiring all property to Im; taxe<l equally. 
If a general property tax were levied, end then an tiddition^ 
inheritance tax were imposed, we should have t(!chnioally un¬ 
equal taxation of some property. Again, the tax, if imposed 
by the federal government, would militate against that section 
of the constitution which requires all direct taxes to l)e appor¬ 
tioned according to population. Accordingly, many of the 
American states have contrived to uphold the constitutionality 
of the tax only by declaring it to be a tax on the devolution of 
property. It is declared to lx; a lax not on wealth, but on the 
transfer of wealth. So the Ix)uisiana inlieritance tiix was origi¬ 
nally upheld by the fed(*ral Suprem(^ t ’ourt a.s a simple regulation 
of inheritance.' But since the federal government ])osses.ses no 
coihstitutional power to r(>gulat(! inheritances, the; federal in¬ 
heritance tax wa.s sustaineil as being ne'ither sui-h a regulation 
nor a direct tax on the land, but an excise on the right to suc¬ 
ceed to the ownership of jiroperty'.^ 

From the economic point of vieuv, there is a partial justifica¬ 
tion for this contention. It is indeed true that if the inheritance 
tax is to be regarded .as an indirect tax on transactions or trans¬ 
fers, it might be declared obnoxious to the gciK'ral tendency of 
modern tlujory to restrict the sco])(‘ of taxes on acts and trans¬ 
actions to their narrowest limits. But this opposition to taxes 
on economic, phenomena, as we, shall .see later ■’ has been pushed 
too far. Again, to regard the tax as a charg(! on the mere priv¬ 
ilege of succession, is in reality to merge it with the theory to be 
discus-sed in the next p.aragraph, becaust; of the undoubted fact 
that the result of the privilege; of ,sucee.s.sion is to enhance the 
ability of the recijjie'nt.' 

We come then to the theory which regard.s the inheritance 
tax as a direct tax on the recipient of the inheritance. If 
we grant that the basis of taxation is the faculty of the in¬ 
dividual, it i.s evident that any .addition by inheritance to the 
wealth of the individual increases his ability to pay. If we 
grant, further, that the best test of faculty is the revenue of 
the individual, it is clear that this accretion to his revenue is 
of a peculiar character. Income, as the term is commonly 
employed, denotes a regular periodic return; but an inheri¬ 
tance is an irregular, a spasmodic, a chance return. In a logical 

* Mager tw. Grima, 8 How. 490. * Scholey ca. Rew, 23 Wall. 331. 

* Cf. infra, chap. ix. 

* Aa to the relation between privilege and ability, cf. infra, chap, x, sec. 3. 
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income tax there is no room for such accidental or fortuitous 
revenues. Yet they clearly add to the ability of the individual, 
just as the chance gains from speculation undoubtedly increase 
the faculty of the taxjjayer. From this point of view, the 
inheritance tax may best be defended by the accidental, or 
fortuitous-income argumeni;. 

It may be claimed that there are possible cases where this 
argument is inapplicable. Thus, after a man’s death, his widow 
or children may have to depend entirely on the income from 
his property, where before his death they enjoyed not only 
this sum but also the additional income due to his personal 
exertions. The family ability to pay may be diminished, not 
increased. It may be answered that the state deals with in¬ 
dividuals, not with families, and that the individual members 
now have incomes where before they had none. And even if 
we concede this claim, the difficulty can be met by exempting 
a certain amount, and imposing a progressive tax on the re¬ 
mainder. For in proportion as the family income was derived 
from property, rather than from the labor of the head of family, 
the share; due to his influimce becomes correspondingly smaller, 
and the loss due to his absence will be less keenly felt; while, 
on the other hand, the family expenses tlaeraselves are dimin¬ 
ished by his death. Finally, in proportion as the inheritance 
goes to self-supporting direct heirs or to collateral relatives, 
it may be maintained with truth that there is a decided increase 
in tax-paying ability. 

When, therefore, we have a system of income taxes, the in¬ 
heritance tax may be regarded as a supplementary tax to reach 
the real ability of the individual. Moreover, it may be regarded 
as a convenient method of applying the principle of differentia¬ 
tion in the taxation of income. It is now commonly recognized 
that incomes from property should pay a higher rate than in¬ 
comes from labor. Instead of making a difference in the rates 
to reach this end, the proportional income tax may be supple¬ 
mented by a projK-rty tax; or where this is for any reason un¬ 
desirable, by the inheritance tax. The latter would then serve 
the double purpose of reaching not only accidental incomes, 
but also property incomes, since all inheritances take the shape 
of property. 

Even in those states where the chief direct tax is that on 
general property, the inheritance tax may be defended on the 
accidental-income theory. For in so far as property is at all 
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an adequate test of faculty in taxation, it is simply a mode of 
estimating the regular revenue or incorae. Accidental income 
is as little taken note of in a property tax as in an income tax. 
In fact, a.s between the two systems, an inheritance tax is 
more necessary to supplement the former tax than the latter. 

An additional theory which hiis bceir advanced more re¬ 
cently is the so-cailcd back-tax thwry. Since general property 
taxes are to a large extent evaded during life, it is said to be no 
more than just that the projaTty should Ix' niad(! to pay when 
the tax cannot be evaded. Hut in this case it is the property 
of the decedent, nitln^r than tla^ ability of the heir, that is con- 
.sidcred. Moreover, tlu; validity of tht' argumimt is questionable 
chiefly because it is well-nigh impossible to prove the relation 
between the amount of the inheritance tax and the aggregate of 
taxes evaded during life. In the Uniteil States, for example, 
taxes on realty are generally paid; it is the tax on persondty 
that is evaded. The iidieritanee tax ought then to take the 
shape only of a tax on the successions to persomd property. 
As an actual fact, this was for some years the eas(! in New York 
and several otluT states in the direct inheritance tax. The 
reasoning, therefore, does not apply to real est ate at all. Finally, 
in proportion as other taxes are substituted for the personal 
property taxes, tlu' argument falls away. Where there is a 
property tax or an income tax, there may well be .some pro¬ 
vision for an inventory of the estate after death (as in Switzer¬ 
land and (lennany) with sevent penalties for the evasion of back 
taxes. But such a provision is entirely indeix'ndent of the in¬ 
heritance tax. 

The theory sometimes advanced * that the inheritance tax 
is to be regarded as a capitalized income tax paid once and for 
all at the close of life, instead of in small amounts during each 
year, is not so strong. In the first place, the existing tax system 
either does, or does not, reach the income or property of the 
living taxpayer. If it does, as it ought to do, to capitalize what 
has already been paid involves double taxation. If it does not, 
the tax is still objectionable on the score of iiu*quality, because 
when two people with the same fortune die at different ages 
and pay the sam(! tag, the amount, if regarded as a capitalized 
income tax, would mean a very divergent rate of income tax. 
If the tax payable by A, who has enjoyed his income forty 


Bastable. Public FinancCf p. 626. 
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years, is equivalent to the capitalization of a five per cent 
income tax, the ainount payahle hy H, who has enjoyed his 
income only ten years, would he taritatuount to a twenty 
per cent iruxime tax. An inheritance tax, from this jxrint of 
view, would he grossly unjust. This ohjr'ction, due to the 
varying fre(|uency of the transfer, was first made Iry Adam 
Smith, hut Ls applieahle only when tla^ tax is I'onsidered as 
a tax on the estate as the whole. .Veeording to the accidental- 
income argument, I hi' frrxiuency of transfer is immaterial; for 
the tax is paid each time hy a dilTerent is'i'son.' 

'rhe accidental ineome argument regards the inheritance tax . 
as a trersoual tax; the privilege-of-inherilance theory regards 
it as an imp<'rsonai tax. In the one case it is a tax on the in¬ 
dividual; in the other a tax on the thing i. e. the inheritance 
or the privilege of inheritance. The one theory results in the 
im]M)sition of the tax on the share of the recipient; the other 
theory, while possibly leading to the same result, is a tax sus- 
ceptihh' of heing interpreted as involving the imposition of the 
tax on the estate .as a whole. 

Tlie logical defence for the inheritance tax is thus the acci¬ 
dental-income argument a-s su|)plemented hy the privilege-of- 
inheritanee .argument. Where the tax is proportional this 
makes no diffr'renee. for the sum of the shares is equal to the 
entire estate. l!ut where we have a grailuated lax. the dilTerenee 
is mnrkerl. The higher rales on the larger amounts ohviously 
result in gre.ater revenue when the lax is im|X)sed on the estate 
than if hwhal on the shares, lint if A receives $10,000 from a 
$50,IKX) estate, and II receives a like amount from a million- 
dollar estate, it does not com|Hirt with justice from the individ¬ 
ual point of view that I! .slnadd he ta.xed ten limes as much as .\ 
simply heeause the rate on a million dollars hapix'ns to be 
ten times that on S.'iO.OOO. This principle of taxing the .share 
as well as the ('state is now gradually heing recognized. Eng¬ 
land pui'sues both plans, taxing the estate as a whole through 
the estate duty, and the separate shares through the legacy and 
succession duties. In the UnitiHl States the federal tax is 

'Some statw exempt the second devolnlion, if it lakes pla(» within a 
certain mimlsT of years. Chili fixes the term lU ten years. Sec West, 
op. eg., p. 3;t, In Great Itritain .sinei' Util relief i.s affonhsl in ease of '‘qnitdt 
mieceasion" by granting an nllowanee of .tOc;, if the .second death occurs 
within 1 year. 40% within 2 years, liO'd, within 3 years, 20% within 4 years, 
and 10% within 5 years. 
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imposal on the estate whih? most of th(' commonwealth taxes are 
levied on the share's.' A few states like lihode Island employ 
both metliods. 

Granting the desirability of the tax, we are at once con¬ 
fronted by the problem of gradiiati'd or progre.ssive taxation. 
Graeluation of the tax aocording to relationship has met with 
well-nigh imiveisal acce'ptance; graduation of the tax accemling 
to amount h.as given rise to more controvei-sy. This (piestion 
has been fully discuss<sl in another place*’ with the conclusion 
that the theory of progression is mor<' applicable to the inherit¬ 
ance tax than to any other part of the fiscal .system; lUid that, 
whether we base our demand on the limitation-of-inheritanco 
tin'ory, the faculty theory or the compensatory theory', some 
seale of progression is both di'sirable .and pr.aciicable. 

The iidieritance l.ax fo-slay scarcely mssis defence. It is 
found in almost I'very coutitry; and the more democratic the 
country, the more <leveloped is the tax. In some of the Cana¬ 
dian provinces, in the Ausiralfusian states, in the Swiss cantons, 
in Mngland itself, the rates are not only progre.ssive, but highly 
progressive. The recent reforms in Kngland ari' ftilly di'scribed 
in another ehapter.' In tlu' I'nited States also, lh('re is now a 
decided movemeid toward the ])rogre.ssive inheritance tax. 
The coll.ateral iidieritance tax is virtually the product of the 
last two or three decades. I'p to ISOO it existisl in only six 
states,' but between IS!)f) anil ItXK), it was adoptisl by fifb'en 
additional states, making twenty-one in all. ' During the next 
decade this number w.as increiusisl by seventeen states * and in 

* For jx (Icfcnoc of InxiiiK tlic .shan* inMcatl of (lio onlirD x'Mtulo w,h.* the 

R€}}ort of the Sixcutl Tax of .Vnc York of of which the 

Huthor was a meinher (f. cspctially tfic hooMo!) oii the Inheritance Tax. 

*C/. Selijcnian, ProyrcEKivc TaXAitwti, 2d e<i. pp. 319-322. 

* Infra, chap. xvi. 

♦The date when first iinposetl i« put in brucketH: (Vmm*rlicut (1889), 
Dolawart' |lS(i9}, Mainland Ilftd.'J], New York (18851, PennHylvania [1826), 
WcHt VirKinta 11887). 

^California (1893), Illinois (1895, althoufch it existed for ('ook county 
alone since 1887], Iowa [I89(i|, Maine [1S93K Massiwrhusetts [18911, 
Michigan (1S9.'1-1S94, anti again from 1899), Minnesota (1897, although an 
earlier tax had existotl from 1875 to IHHfij, Missouri 118y5”1898 and again 
in 1899), Montana [1897], Ntw Jersey [iHti2|, North Carolina |IS97, al¬ 
though an earlier tax hatl existed from 1.847 to 1874), Ohio (1893), Tennessee 
[18911, Vermont 118%) ami Virginia (18‘.H5, although an earlier tax had ex¬ 
isted from 1844 to 188*11. 

* Arkansas [1^1!. Colorailo [1901], Idaho 11007], Kansas [lfX)9], Kex>- 
tucky [1906], Louisiana [1904, although there existed frran 1828 to 1877 
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he followm^ M, l,y .states.' The collateral inheritance 
tax IS therefore at prisi.nt (l!)2ll lackioR only in Alabama 
wheryt exist,vl from 1W8 to l8(iS), Florida ami South Caro¬ 
lina. ihe tax was declansi uncon.sfitutional in .six .states - but 
the constitutional obj,',dions were in ,>very case obviated by 
lato laws as m,heat,si in the preceding mitt's ^ 

'■« «)'uewhat later. It was 

mTentT “r 1 rat.-s, and fre- 

l»'i«'md Iiroperty. Cradually the 
tes were ineis'asisl, the exemptions were redmted and the 
was made applicable to real estate as well. The tax was 

7“ ... . -..r ' '2 ~ ■; 

1894, wlmh was de,'lared uneonstitutiomd for t o . v 

the state court in the following year.' 

and iigttiii fismi |,s!M |„ isno „ ,. , , , , . 

braska |lfl01|, New llaninsliire ll'<io.s ni . ' *’ l»'irsl, Ne- 

from 1878 t„ IKS'.’i, Neril, Dikd, inKn .'Tf 

South Dakota (IIX)5|, te.sas |I1K)7| P ' h |<K)‘ i ’ W I''*’'*'' ‘‘T'"’" 

consm llUtKl, idthough ,in earlier '.s I , ' •‘■•‘'‘"‘K'"" I1901|, Wis- 

Wyoming (llKWI. " 1««> to 1902) and 

Mexico llinoi.’ami Klmde Vsland’|m ^ l‘9131, New 

•lsHii.sinna in KStltl, Miehicui In Iso m 
18^ Now llam,»,hir.. in 1882 an.nvisnm'l: 

III© dot© when first inuM>siNl i«j mit in i i ** 

Illinois (18951, Michigan 11.899), i < “''.'"''■'iait (1897), 

North Carolina (1897), ' ^ d' ^' W lork |1891) and 

‘In 1901 Colorado, Nehriuska flili .,,,.1 U' i . 
m 1903 Oregon, Wisconsin ami Wvon, 1 ii Im?'T J'™"' 

C^ifomia, Minn,ss.,a and .South Dakom in ok 7 11 

s " "■>" ... ■■.Eki'siris 

1917 Delaware, Missouri, North Dakota ami V “ 

aippi and Virginia; in 1919 Kansas, New ihunt.shi'vTew itl'" 

• State ra. Ferri-s, 53 Ohio State. 314, ’ and Ohto. 
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In the same year, 1895, the progressive principle was applied 
to the collateral inheritaiK* tax by Missouri and Illinois. The 
Missouri law was overthrown by the state court although for 
other reasons.' But the Illinois law, of a far more radical 
character, was upheld, not only by the state wurt bui by the 
federal Supreme Court in what has become a leading case.* 
For it settled the principle that progressive taxation is not a 
denial of the etiual pndection of the laws demaiuh'd by the 
coastitution, and thus made it diHicult for any state court to 
annul a progressive tax because of some vagu(' jirovision in the 
state constitution. When the same question arose in Wisconsin 
as applicable to the direct inh(‘rit!Uic<- tax the Wisconsin court 
stateii that the decision of the federal Supreme Court was con¬ 
clusive.'' 

As a result of this decision by the Supreme Court, and in 
part also as a consixiuence of the highly (jrogressive inheritance 
tax temporarily imposed In- the federal government during the 
Spanish war and lasting from 1898 to 1902,'* the jirogrc's.sive 
principle spread rapidly throughout the country. At the 
present time (1921) most of the states levying a direct inheri¬ 
tance tax enforce the t>r<igres.siv(' principle. 'Phe rates rise from 
1 to IJi'l in Tennessf'e; from 1 to '1']',, in Illinois and Maine; 
from ‘ i to :V7c in Mississippi; from I to 3% in Idaho, Indiana, 
Kentucky, Montana, New .lerscy, Hhode Island, West Virginia 
and Wisconsin; from 1 to 1% in Connecticut, Delaware, New 
York, North Dakota, Ohio and South Dakota; from 2 to 4% in 
Colorado and Massachusetts; from 1 to ‘iyf/c in Minnesota; 
from 1 to 5% in Kansas, Missouri, Nevada, New Hampshire, 
North Carolina, Ohio, Vermont, Virginia and Wa,shington; 

‘ State vs. SwilzliT, 143 .Mo. 21."). 

* Koeheaiwraer r.i. Drake, 107 111. 122; Magoun vs. Trust and Savings 
Bank, 170 U. S. 283. 

• Nunncmacher vs. State, 129 Wis. 190. 

‘The fe<lcral lax .-ippliwi only to personal properly over $10,000. On- 
estates between $10,000 an<l S'J.'i.OtX), the rate varied according to five 
classes of relatioaship, from three-quarters of one [jer cent to five per cent. 
On estates from $25,000 to $100,000, these rales were increased one-half; 
from $100,000 to $.500,000 they were multipliwl by 2; from $500,000 to 
$1,0<X),000 by 2 ) 2 ; over $1,000,(XX) by 3. On the highest amounts the tax 
thus varied from two and a <iuarler to fiftwn per cent. The federal tax was 
also upheld as constitutional in the lejiding case of Knowiton m. Moore, 
178 U. S. 41. The ixtint in this case was as to whether the injunction of 
uniformity in the coastitution meant anything more than geographical 
uniformity. The court, by deciding in the negative, upheld the law. 
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from 2 to 5% in Texas; from 3 to 5% in Utah; from 1 to 8% in 
Arkansas; from 1 to 10% in Oklahoma and Oregon; and from 
1 to 15% in California, 'I'he iriaximum rates apply to inher¬ 
itances varying in the several states from $1(X),000 to $1,000,000. 
The proportional tax is now found only in Arizona, Georgia, 
Michigan, Nehraska and New Mexico (at 1%); and in Louisiana 
and Wyoming (at '2%). 

In the collateral iidicritaiuic tax the progression is naturally 
somewhat steeper, the maximum rat<‘s h(‘ing applied to the 
large sums going to distant rdatives or to non-relatives. The 
graduation rises to .5% in New Hanifishire; to 0% in Arizona and 
Nehraska; to 7% in Maine; to K%, in Di’lawaro, Massachu¬ 
setts, Mississippi, New York and Hhode Island; to lt% in North 
Carolina; to 1()'’(, in Colorado, Illinois and Oklahoma; to 12% in 
Texas; to 1.5(’;, in Idaho, Indiana, Kansas, Kentucky, Minne¬ 
sota, Montana, Virginia, Washington, W(wt Virginia and 
Wisconsin; to 20'/i, in Iowa, NoHh Dakota, Ohio and South 
Dakota; to 21'';, in Georgia; to 21% in Arkansas; to 25% in 
Nevada and Oregon; and to tltl'’,' in California and Missouri. 

Finally it might he adihal that not alone have the rates 
been advanced, hut the exemptions have been gradually re¬ 
duced. In the eollatend inlierit.anee tax the e.xemption.s arc 
now u.sually from Slot) to .$,500. In the direct inheritance tax 
the exemptions are much higher, rising to $15,000 in Missouri, 
Oklahoma and West \’irginia; to 820,000 in Illinois and Nevada; 
to $21,000 in California; to 825,tX)t) in Hhode Island; and to 
$75,000 in Kan.sas. 

More r('cently the tiscal needs of the Great War brought 
about a markrsl increase in the scal(“ of graduation throughout 
the world. In the Unitrsl Slates the federal estate tax rose in 
1916 to 10'/(, on sums over live million dollars; in 1917 to 20% 
and in 1919 to 25'/;; on sums over ten millions, so that in 1921 
it was possible for a large estate going to a distant relative to pay 
’ as much as in state an<l fediaal taxes. In Great Britain 
where the tax on shares through the Legacy and Succession 
Duties has since 1894 reached lO' ;,, the additional Kstate 
Duly reachixl in 1914 the nde of 20'’;, on estates over 1 mil¬ 
lion pounds, and in 1919, 40% on estates over 2 millions, thus 
making a [xtssible maximum of 50%. In Germany by the 
law of 1919 while the estate tax {Nachtmsslmer) rises only 
to 5% on sums over a million marks, the tax on shares (Erban~ 
fall-sbnter) reaches the rate of 70% on simis over 1}^ mil- 
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lion marks goinR to distant relatives, thus making a possible 
total of 75%. In France under the law of 192t) an estate of the 
largest size (over 500 million francs) is taxed up to 39% by the 
ivipdt suT It capital net global (k la xucccsKiim, while the addi¬ 
tional tax on shari>s ((Iruit de nnilalion) rises, in the case of 
relatives beyond the fourth degrt'e, to .59'';. In order to prevent 
the eontiscation of practically the entin- amount ior 98%), the 
law provides that in mi cas(' shall the joint rate I'xcewl 80'%,. 
This is the highest figure yet reaclusl in hi.stoiy. 

A comparison of the iccent fiscal development in demo¬ 
cratic stales would not be uninstruclive. In only three coun¬ 
tries does the old gener.al projH'rty lax still survive in Switzer¬ 
land, in Australia and in the United Stales; and in all thrre the 
system has become so defective that it has been supplementt'd 
by other sources. 'I'he .Swiss cantons Hrst dcvelopcHl the in¬ 
come fax, then the iidierilance tax, and have only recently 
been paying atleidion to the cor|)oralion tax. 'I'he Australian 
colonies were first in the lii'ld with (he inheritance tax, lat<“r 
dev(>loped the income lax, and have scari,ely yet realized the 
importance of the corporation tax. 'I'he .Vmerican common¬ 
wealths, linally, were the.first to iulroiluce the corporation 
tax, hav(‘ more recently ttniicd their attention to the inheritance 
tax, ind have only just begun to ex|H'rimenl with the imxtme 
tax. 1 he ditferenees .are suggestive, but are easily explicable 
when we recall the economic and mlministr.itive conditions in 
each (xamtry. With all the variations in detail, it is clear that 
the democratic trend is in one general direction; and it is more 
thtin probable thiit progressive inheritance taxes will play by 
no means an insignificant role in the fiscal systems of the future. 
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THK TAXAIiO!^ OK (.’ORFOItATIONS 

I 

I'lIK TIISTORV 

In ft previous (^Imptcr we lijivo roiisidcri'd the inadequacy 
and practical failure nf tlie ({eni'ral pr()p(*rty tax. In all rqpsi 
and in all «>untries il has hisMi found almost impossible to 
reach inl-aiiRilile personally. What has always l)e(m a difficult 
task has heramie iimnen.s('ly complicaUsl lo-day through the 
growth of the iiKMlern corporal ion. .\t present, especially in 
industrial (aamtrics, the far grealia- part of the jM-rsonalty in 
the hands of individuals consisls of inlangihle property—mainly 
of corporate seiairilies. d'he lii'sl reform of our direct taxation, 
therefore, is (smeeded by all lo lie in Ihis direction, (lovern- 
ments are everywhere confronted by tin' (picslion, how to reach 
the taxable (aipacily of the holders of these securities, or of the 
associations themselves. Whom shall we lax and how shall 
we tftx them in order lo attain a substantial justice? Perhaps 
no que.stiou in the whole domain of liscal science has been 
answerrxl in a more unsatisfactory way. In the United States 
we have i» chaos of practice-a complete absence of principle; 
in Europe', with the po.ssil)le and partial exception of England, 
the situation is scarcely, if at all, hctler. Moreover, in spite of 
the generally recognizol need of reform, there has thus far been 
no comprehensive attem()t, from the standpoint of theory, to 
evolve onier out of the chaos into which the whole subject is 
plunged.' 

' A satisfactory treatment of Ihis aubjwt is still lacking. The English 
writers have intid little attention lo it. however, J. Bucham, The 
Lav> rebiUng to Ihi- Tamlion itf Foreign Incomr, Ijondon, 1905, which deals 
in part with corpomtions. In the Amerieim literature there may be men¬ 
tioned, II. G. Kriwlman, The Toiatum of Cor/iamlums in Maseacknaelte 
in the Columbia Studies, New York. 1907; an article on the same subject 
by C. J. Bullock, in the Quarterly Journal of Economics, vol. xxi. (1907), 
142 
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The first requisite in any scientific investigation of this kind 
is to have the facts; for without a kncnvledge of existing con¬ 
ditions, any propositions for reform would be valueless. Never¬ 
theless, the facts of corporate taxation havi' never Ixen pre¬ 
sented in their entirety. (Jiven the laws, it is necessiiry next 

p, 181 el seq.; M. H. Hunter, The Developmeiil of Coriiorate Tr.mHoH in the 
State of New York, tlrbana, 1917; and ,1. R. Miaire, Tnmtiuo of Oirpom- 
tions in Illinois other than It<iilr(ents ttitice tS72, l'ri)atta, 191.'1. The Kludies 
on the different classes of (airiairations and on the special pnihlenis will be 
mentioned Iwlow in their |)n>per pl.ice. 

For the facts, see Taxnlion of t'orjoroUotot. Uejtort on Sj/sle/ns emphyed 
in Varions SUUeti. Trefxireil untler the tlireetioo of the hotostrinl f'ommta- 
sion. By <1. Clapperton, K.xpcrt Aniait, \\ a.shinclon, I'.Kll; and especially 
the monumental work in six volumes cntilksl Tomtion of Corporations. 
Report of the Commiesioner of Corjmrnlioits on the Si/aleois of taxing Manu- 
faeluring, Mmanlile and Tranejiorlalion and Transnii-nnon ('ompaniet, 
Washington, 1909-191,'). This treats of the situation as of 1909, while a 
supplenn'iitary volutne covtsing the intt'rval down to I'.tl'i apfM*ared as a 
Special Reintrl on Taxnlion in 1911. Minli niat<Tial will idso he found in 
Carl C. Pli'hn, llerenae S 11.111 in.e: Slate and Local Con-rnmentx, reprinted 
from the Cenetis Reietrl on Wealth, Deht ami 'Taxation, Washitigp)!!, 1907; 
and the still fuller Cimsus volutne entiilol Taxation and Rerenue System* of 
State, and Ijoeal (Sovernniente. .1 Ihgeel of Con.ditational and Stalnitrry Pro^ 
vision* relating to Taxation in the different Slali.iin IPId, Washington,1914. 

In n few of the slates we find special trcatis(s on the tax hiw and tax 
legislation, dcvotisl in whoh' or in part to (sir|Kirate taxation. These are: 
J. T. Davii-s, A Compilation of Comstilidional Proeieions, Statutes and Cases 
relating to the Asse.wnenl of Taxes in the Stale of New York, New York, 1886, 
and again in 1S8.S; John T, Mi'rrill, .Manual of the Taxation of Corporatiorts 
by the State, of New York, New M)rk, 1897; J. H. Hammond, Taxation of 
Business CeirjsirtUions in .Vcic ) ork Slate, New \ork, ItKll; H. M. Powell, 
Taxation of Corisiratians in New York for State and Loral Purjtoses, Albany, 
1!X).5; the same author’s Manual of Corjswale 'Taxation in New York far 
Stale I’urimes, New York, 1907; F. .M. Mastman, Taxation for Slate Pur¬ 
poses in Penmylmnia, Philaticiphia, 1898; the same author’s The Law of 
TaieUion in Pennsylvania, 2 vols., Newark, 1909; C. C. Black, Isiw of Taxa¬ 
tion with siierial refereiwe to its A pplicalUm in the State of Nne Jersey, 2d ed., 
Newark, 1906; J. P. Ilunn, Jr., The New Tax Imw of Indiana arul the Seienee 
of Taxation, lndiana|X)lis, 1892; F. M. Judson, A 'Treatise ujion the Law and 
Practice of Taxation in Missouri, Columbia, IfKX); ComjrUaiian of Tax 
Laws and Jiuiieial Decisions of the. Slate of Illinois, rmele by Albert M. 
Kales and Elmer M. Licasmann ISpringfiekl, 1911 ]. 

Of the general legal treatises on taxation only a few am devoted parUc- 
ularly to corporations. The most imimrtant is; J. H, B«dc, Jr., The Law 
of Foreign Corporations and Taxation of Corporations, both Foreign and 
Domestic, Boston, 1904. In the ordinary treatises, however, frequent 
references are made to corporations. Cf. esp. T. M. Cooley, Treatise on the 
Law of Taxation, il cd., 1903; R. Desty, The American Law of Taxation 
as determined in the Courts of last Resort, St. Paul, 1884; W. H. Burroughs, 
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to consider the interpretation put iiimn them by the courts. 
Even tlien we have only tin; leual, not tlu^ economic view; for, 
iinfortunati’ly, ko<J<I law is not always sound economics. It is 
therefore advisable to subje(U the lenal principle invoivtxi to 
an analysis from tlu^ economic point of view. Only after such 


/I Trmtini' on the hiw of TaxiUiou, New York, 1877, new wh, 1883; F. M. 
.ludwm, The Ttixitifi 1‘mver, State amt Fethrat, in the Vnited States, 8t. Louis, 
11103. If. iilwi tlie iippnipoali' ihuplers in llie eneyeloivedic works on 
Cmjarmliim hmhy (Ill lied., lilOS, t vein.); .'ind by Thompson (2dcd., 
■ KKIS- I'lin, 7 vols,). 

Materiid on corpomle tiixalion will be found in the ld.slories of taxation 
in the various stule.s. riiese are; W. M, (ioiiire, Fts'cni llietiery of Texas, 
iH.34-18.')2, I’iiiladelphia, IS;>2; '1'. K'. Woft hini'ion, llislarirat Sketch of the 
Finances of I’rnnsiilmina, Itallilnore, 1,S,S7: U'. I’. Snyler, ('om/sauHam emit 
Hruf Umtory of Taxation in Fcansyleania, Ilarri.sburtih, lllOli; N. \V. Fvans, 
A lli'tory of Taxation in Ohm. ('iiieinn.ili, IPOii; Iv I,. Hobart, Financial 
llistoxy of Ohio. ITbanii. Illinois 1012; F. Wood, Ill.Xory of Taxation in 
Vrmnni, New >'ork, 1.801; M. |1, |{„bin.son, .-t llisioiy of Taxation in New 
llamitshirr, Ainerieaii I'iconoinie ,\.s.soei:ilion, 1002; I). ('. .Sowers The 
Fiium-ial History of AVie York State, ('ohnnbia Stmlics, 1011; S, E Leland 
Tttxatum in Kcntacky, l.exinnlon, I0'20; II. S. Hannah, A Finanrial History 
of Marylutnl, llallmiore, 1007; F, II. .Noble, Taxation in Iowa: Historical 
Sketch, imsrnl Statini and sayijested Hefonns, St. T,oui,s, 1S07; J. E. Brind¬ 
ley, History of Taxation in lorn, 2 vol.s., biwa Cilv, 1011' E J Benson 
TTuBton in Kansas, llalliinore, I'.HS); ,1. E, liovle.'VVir Financial Historlj 
of Kansas, Mndi.son, BKIS; I!. \'. Phelan, The Financial History of IFmcoti. 
MB, Madison, HKiS; W. ( . I'ankhnn.ser, .1 Financial History of Califarnia, 
Berkeley, 101:1; E. T. Miller, .1 Financial History of Texas, Aii.stin, 1916. 
I he hnaneial hi.slories of .hnies on ('oniieelieiil, Doiialas on Massachusetts, 
Hipley on \ irainia, and Sehwab on New York deal with the earlier periods, 

anterior to the fomialion of eorporaliona. 

Of the earlier (lernian lileraliire ..,nd there wa,s none in any other lan- 
Rtw-then-inay be nienlionisl: l)i,.|i.,.l, /pv llcsicaernng dcr AkliengeseU- 
»Ch<yU‘n in I tTbintiumj niit dvr (trmriiHlifusirniTuiKj (’olttgm* 1859' G S 
l*''s"sieriinK von Akiienttraellseluiften,” 
in iettschrifi far schurieinsrhc lasrlxijihunij and Itrchlsnflear, 1,8,82 n. 489 
ft sc?.; K Heeht, "Die .slaallielie BisleiieriiiiR der AklienRe,sell.schIitten in 
Deutschland, in hnam .Irchic, vol. vii. (IstHI), p. ;17 et »■?„• Schanz, "Die 
BMteuerun* der AktienR«4lsehaften in den dent.sehen Staaten,” in 
W(KhetU{chT%Jt/iir Aktivriri'chl und Ibitikv'ts-v/i, 1S!L> no 'H) 

Sinee the fmt ditioii of this bisik a mnnber'of hmapi studies have 
appeartsi. In {.emian there may be nienlionisl 1), FeilelbeiR, Die Einkom- 
t^boUeueruny incht phy.si.srhrr Fcr.wmn, .lena, 1!XX); Wanftemann “Die 
Henumehung der Ahtiengesi llschaflen zur (leiiieindeeinkomrnensteuer in 
I rcu^n m I-ermdtnysarchie, 1!X)I. p, 480; A. Dehlinger, "Die BesteueN 
ung der Aktiengesellsehaften in WUrltenilierg,” In Finam Archiv vol xxi 
(19W), p. 499; F. .1. Neumann, "Die Aktien-und xlmliche Gcseibchaften 
sis Hwhls- und ala Sleuersubjekle," in A nnalcn drs Dndschen Reicks 1908 
pp, .321, 418, 602; F. Dinglingcr, Die. slaalliche niid kommunale Binkommensl 
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an examination and oomparLson of the facts of taxation in the 
United States and in Europe, will it be possible to reach any 
conclusions that may lay claim to scientific precision. Only 
such conclusions, arrival at through such a iucIIuhI, should 
be made the basis for practical refoinis. 

This then is the j)roKram of the prc-senii s('ries of chapters on 
the taxation of corporations. Th(> great imporfance of having 
the facts accurately stated leads me at the outset, even at 
the risk of tediousness, to an examination of the history and of 
the actual conditions of such taxation in the United States, 
while the theoiy and criticism will be reserved for future con¬ 
sideration.' 

1. Enrli/ Taxation of Corporaliunn 

During the first two decad(s of the nineteenth century, banks 
and in.suraticc compatiies formed the chief examples of corpora¬ 
tions, apart from th(‘ numerous turnpike roiwls and toll bridge.s. 
During the twenties anil thirties the development of trnn.sfKjr- 
tation facilities led to the creation of many canal and railway 
companies; and it was not long before many other forms of 
commercial and industrial enterprise followed in the same 
path of incorporiition. 'Die early tax laws nmile no mention 
of corporations. Hut as the general proirertv tax was in vogue 
throughout all the eommonwealtbs, it was tacitly assumed that 
the properly of artificial .as well as of natural persons was liable. 
Corixiralions were new institutions which the legislators in 
happy-go-lucky fashion, triisl to lax under existing methods, 
whether they naturally belongwl there or not. Our Soloms had 

bcsleuerung tier AklicngestlUclutfUn in Vreussett uml liaden, Berlin, 1905; 
L. Blum, IHc sU'Ufrlichc Ansnulznng tier Aktu-ngcsillsrhaften in Deidschland, 
StuUnart. 1911; E. Steinllzur, ^‘Zur BcstoueniiiK tier AklienK<^8<?ll«c*haflcn 
in Oc^stemnch,” in OmraH’s Jahrhuchir, v<jI. HU (UXVl), p. 310; W. CJer- 
loff, rHe Kanfowde Hctslcucrung dcr AkticntjrstlUrhnjU'n in tier Schweiz, 
Bern, lOOti. 

In French aiul Kalian we may mention A. Walil, Trade du regime fiscal 
dee sfX'tWw et des mleurs mibilitreti, Karw, lOOtl; II. Tnicliy, valeurs 
mobili^res et lea projels do K’-fonne H«cale,” in iievue d'eronamie jxdilique, 
1909, p. 703 an<l 1010, p. 31; Natoli, Iai jKmomhld guirvlica delle aocietd 
commcTCudi e l'irn[mln di ricchezza mnhile, Home, 1912. 

‘This chapter, as well as the (wo inuncdiately following, will contain 
few direct references to the laws and the lejml dwdsions. For a full state- 
ment of the laws as they existed in 1890 (he n'ader is refemnl to the notes 
in the original articles in the Poliiical tScienee Oiuirterly, vol. v., from which 
the present chapters are adapted. When the present tense is used in the 
following pages it refers to the conditions as they existed in 1921. 
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neither the leisure nor the inclination to make a more careful 
3tudy of the subjeet. 

The first cominonweiiltli law which treated of the taxation 
of corporations in general was the New York law of 1823. 
This provided that “all ineorporated companies receiving a 
regular income from the employment of their capital” should 
be considensl “persons” liable to the general property tax. 
They wen^ rfspiired to mak(^ returns to the county officers of 
all th(’ir pro|M‘rly and their capital stock, paying the tax them¬ 
selves and (hslucting it from the divichmds of ato(tkholders. 
They might, however, cotmnute tb(^ tax by paying to the treas¬ 
urers of the eounties where they transacted business ten per 
cent on their “dividends, profits, or income,” (which the legis¬ 
lator evidently presumed to be identical). These taxes were 
paid by the county officers to the state, and were then credited 
to th(! counties in iiroportion to the amount of stock held within 
each county, after deducting the state tax. 

In 182.') and again in 1828 the system was slightly changed 
so as to conform mor(^ closely to the gcmeral property tax. The 
tax wius made applicable (o “all monied and stock corporations 
deriving an income or profit, from their capital or otherwi.se.” 
The real estate of these cor|H)rations was .separately taxed; and 
in adtlition, they paid the |)roperty tax on their capital stock 
paid in or secured to 1 k' paid in, deducting the amount paid 
for roil estate and the stock belonging to the slate and to liter¬ 
ary and charitable institutions. Manufacturing and turnpike 
companies paid on the cash value, not on the amount, of the 
capital stock; turn|)ike, bridge and canal companies, whose 
“net income" did not exceed five per cent of the capital stock 
paid in, were exempted; whih' manufacturing and marine in¬ 
surance companies under the same conditions might commute 
by paying five tier cent of their net income. It is thus seen that 
by this law eorjiorations wen^ divided into different classes, 
and that the .system followed was the general property tax, 
with the exceptions that if a corporation had no profits it paid 
no tax on its stock, and that ct'rtain cla,s.ses might commute by 
paying an income tax to the local officials. This remained the 
tax system, except for banks and for foreign insurance com¬ 
panies, until the middle of the c<'ntury 

In 1853 the total c.xemption of non-profit-paying corpora¬ 
tions was abolished and all companies were taxed on their 
real estate and on their capital stock, together with their sur- 
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plus profits or their reserve funds in excess of Um per cent of the 
capital, with the same deductiorts jis above. All corporations, 
however, whose profits did not ecjual five per cent on the capital 
stock might commute by paying five i>er cent on their “net 
annual profits or clear income.” It .seeias that very few ever 
availed themselves of this doubtful privilege, and accordingly 
in 1857, the law was again changed. The i)rincii)le of commu¬ 
tation was abandoned; and since there was no distinction be¬ 
tween profitable and unprofitable companies, so far as personal 
pro|)erty was concerned, all cor])orations were f.axc'd on their 
realty and on the actual value (not, the amount) of their capital 
.stock plus the surplus jirofits or reserve in e.xcess of ten per cent 
of the capital. In addition to the previous deductions a further 
abatement was made for the capital invested in taxable shares 
of other companies. The remainder wjus then taxed in the 
same manner as the other personalty and realty of the county. 
This remained the law of New York, with the exception of some 
special provisions as to banks and insurance eompanics, until 
the rec('nt changes in the taxation of corporations. These 
changes, howa'ver, alTecI, oidy taxation for state puriwses, leav¬ 
ing the local taxation still governe<l by the provisions,of the 
law of 1857. Foreign corporations, however, an; taxable for 
local ))urisjs(>s, under a law of 1855, on all sums actually in¬ 
vested ui the state. 

It appears, then, that the New' York system was a taxation 
of the real and i)ersonal projxTty of corporations by the local 
as.'K'SSors, and that the personal property was virtually defined 
as the capital stock not invested in real estate. In the other 
commonwealths, where corpor.ations were taxed at all they 
were included in the general property tax; and most of the laws 
lacked even such provisions as tho.se of the N(!w York statute 
in reference to the capital stock. A typical cmactment of this 
kind is the Oonnectieut law of 1826, which provicled simply 
that the personal prop<'rty of a corporation should be taxed in 
the place where its principal business was transucterl. In Mas¬ 
sachusetts, on the other hand, where the first g(!neral law ap¬ 
plicable to manufacturing corporations was pas-sed in 1832, only 
the real estate and machinery of corporations were taxed. In 
lieu of the tax on personalty there was sulistituted the property 
tax on the corporate shares in the hands of individuals, a pr* 
portionate amount being deducted from each for the part (W 
the capital stock invested in machinery and in real estate. In 
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the other commonwealths, when the eor|X)ration was taxed, the 
shares in the hands of individuals were usually exempt. The 
only state which from the very outset broke with the principle 
of the general pro|x!rty tax w!is Penn.sylvania, whose method 
we .shall learn a litth; farther on. 

With this one exception, then, the early principle of cor¬ 
porate taxation was th(‘ assessment of all real ancl personal 
property by the local oflicials; eortx>rations, in other words, 
were ta.xed by the same method as individuals. This primitive 
system Inis Ixs'ii ri't.ained up to the present day by many com¬ 
monwealths for almost all classes of corporations; and in .several 
states, indeed, the constitutions require that corporate property 
be taxed in the .same manner as that of individu.als. The prac¬ 
tical defects of such a system, however, have led to numerous 
changi's in many ol the progressive states, and the tendency 
IS everywhere away from the original |)lan. 

In a previous chapter wi; have seen that the shortcomings 
of the general property tax were five in number; inequality 
of assessment, failure to reach personaltv, incentive to dis¬ 
honesty, regressivity and double taxation. With few exceptions, 
these objections are as applicable to the taxation of corporations 
as to that of individuals. .\11 the tacts here to lie rccounti'd 
set the stamp of disapproval upon the original plan. In the 
words of a cidcbrated ivport on taxation, this method of assess¬ 
ing corporations locally on their general property, is “as a 
system, open to almost every conceivable objection.” * 


II. Di't'clopttu'tti (}f thf Ctirpordtion Tax 

As a ri'sult of these practical defeids many commonwealths 
have abandoned in part, or altogether, tla^ taxation of corporate 
property by local oflicials. Phi' niovcmi'iit away from this 
original position has takim three directions: (1) the property 
of transportation I'omi.anies, especially railroads, has been as- 
se^l separately by a spcial board ami according to well- 
defined rules; (2) certain cla.sses of corixiratioas, beginning with 
banks and insurance companies, but gradually including the so- 

w' o"' •''■-'■"riOV... % C. F. Adams, Jr., 

of State Riulroad Commissioners, to exiimiiu- into and report the methods 
of laxiition as iwpi'ets Railro.ads and Itaitroad .Securities now in use in the 
|an^ States of tfie Ciiion, as welt as in foreign countries; and further to 
report a plan for an hsiuitable and Uniform System of such Taxation, 
New York, 1880, p. 8. ^ 
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called public-sei vice corpf)rafioiiK and in not a few cases other 
corporations, have bw'n taxwl, not on their property, but on 
certain elements supposed to represent roughly their taxable 
capacity; (3) all corporations in general have been taxwi by a 
luiiforni rule, according to principles varying more or less in 
the different commonwealths. 

The first tendency has prognsssed so far that there is now not 
a .single commonw('alth which applies, for l«)th state and local 
purpo.ses, the primitive metlKsl of th(‘ geia'ral pro|)erty ta.x, 
locally asses.s('d, to railroads. In ISD.’i there w<Te still nine such 
states,' but in 1(112 Rhode Island foriiKsI the only exception. 

In that year, howevta', Hlmde Island su|)l)lemented the older 
system by a different jnethod. .Miout two-thinls of the Ameri¬ 
can states ' have brolo'ii away from the original custom so far 
as to have the railroad property assessed no longer by local 
officials, hut by .a state tax eoinmission or a state board known 
under other and various n.imes." 'I'lu! tax, it is true, is usually 
impo.sed at the eustomary rate of the general jrroperty tax, but 
many of the dillieulties of local a,ssessment of property have 
been obviated. 

In a few states the departure from the firimitive sy.stem is 
only very slight. 'I'lms in Louisiana although liy th<‘ constitu¬ 
tion (li 1808 a ^l.•lte board of affairs .assessrsi the property, 
coi’iiorale real estate conliimes to be taxed at the locality where 
situated and personal property at thi' domicile of the eorfwra- 
lion. Ami in Texas, while the comptroller of state ap|K)rtions 
the rolling stock to the counties, and a state Isjard by a recent 

' Isaiisiimu, New Mexico, (tklaliorna, Oivgon, UIksIc Lsland, Tennessw-, 
Texas, I'tjih anti Wasiiinglon. 

® .\luhaina, .\rizona, .Arkansas, (.’nloratlo, Floritla, (leorgia, Idaho, 
Illinois, Iniliana, Iowa, Kan.s:is, Kenlintky, Isaii.siaiia, Michigan, Montana, 
Nebniska, N'ev.ala. New Ibiniiishire, New .Jersey, .New Mexico, Okla¬ 
homa, Oittgoii, Sontli.lhikota. Tenneastte, ftali, W'lsl Virginia, Washington, 
Wiscoiuin aial Wyoming. Delaware, Mississi|(|ii, Miastjuri, Ohio, North 
Cantlinji, Nt>rth Dakota, .South t'arolin.a, Tex.as anti Virginia, which alao 
us(‘ thts newer inelhtitl, .supplenienl it by s))eciid taxes. 

“It is ealUsI the Isiard of railnxal ezmimissit.ners in Tennessee; state 
Iwanl of a.s.ses.sors in .Maine and .New Jersey; stale Imanl of allairg in 
Louisiana; eor|)oration eotninission in Virginia; lsi.irtl of state tax commis¬ 
sioners in Indiana; Istanl of eipializal ion in Maho, Ccorgia, Montana, 
Nebraska, North Dakota, Oklahoma, Utah and Wyoming; and stale tax 
commission in all the remaining staUts exc<;i)t Florida (where the asscss^^ 
ment is put in the hand of the attorney general, comptroller and treasurer)^ 
and Texas (wherx; it is in part entrusted to the comptroller). 
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law appraises the franchise, the real estate of corporations is 
still assessed in the old way hy local officials. In most of the 
states, however, the policy of centralization of a.ssessment has 
proceeded much fartluT. In som(? of the states which practice 
this so-called (ul valorem .system, the state board assesses the 
entire property. In others it assesse.s the roadbed, roiling stock 
and all other oi)crative property, i.e. propr'rty actually used 
for purpo.scs of operation, leaving th(^ remainder of the prop¬ 
erty to be appraised by the local a.ssessors. In still others the 
state board includes over and above the tangible property the 
value of the so-called fratichise. As .soon as this is done, how¬ 
ever, a departure is made from the principles of the general prop¬ 
erty tax. For .although an individual may be a.ssessed to the 
property tax on his so-i'alled intangible property, an attempt 
is rarely, if ever, made to assess to an individual the goodwill 
of a busini“ss. \ et a corf«>rat(' franchise, as we shall .see later, 
is in a certain sraise, in part at least analogous to the good will 
of a business and its value as a picc(' of properly can bo reached 
only through a consideration of the corporate earnings. In 
proportion, however, as the a.ssi'ssment of franchises acQuiros 
greater importance, the simpler machinery of ad enZorew asisess- 
ment beconu's inappli<'ahle, and this method of taxation really 
merge's into the one to Is- di.seaissed below. 

In not a few of the states which levy the ad valorem tax the 
so-called unit ruh' is folh'weal. PIh' first provision for this seems 
to have Ix'cn made in the California constitution of 1879. By 
this is meant that instead of the jeroperty of the corporation 
being valued pit'cc'iueal, its entire vaha^ is appraised as a unit. 
If part of the properly is without the state the property is 
none the less valued as ,a unit, ;uul deductions are then mside 
to com|)ensate for that part of the |)roperty which is deemed to 
be without the slate. In the ease of railways relative mileage 
is usually taken as the criterion. The same rule is observed as 
between the various local divisions in the state, the property 
bc'ing assessi'd not by local assc'ssors pi('cemeal but by a state • 
board as a unit. 1 he existence of the unit rule is entirely irre¬ 
spective of the particular mt'tluKl employed to reach the value 
of the entire ])roperty. Sometimes oniy the realty and the 
tangible personalty of the corporation are added together; 
sometimes the value of the intangible personalty is added; some¬ 
times the value of the so-ealli'd franchise is taken into account; 
sometimes the rt'sult is reached by .ascertaining the value of 



the capital stock or agiiin of the stock plus the IkmkIs and either 
with or without certain deductions. Bti* whatever the method 
of ascertaining the' value, the fwint is that the entire value of 
the corporation is taken as a unit. 

For the reason nientioned aliove, as well as for others to bo 
discuased later, this first reform of railroad taxation has not been 
completely satisfactory. As a cons(H|uence a number of im¬ 
portant commonwealths have wholly or partially almtidoned 
prop<'rty as the basis of assessment.' The methods miopted by 
them are comprised in the second of the three tendencies men- 
tioniHl above. 

This second movement awa\' from the |)roperty tax has con¬ 
sisted in subjecting jrartieular classes of corporations to sirecial 
taxes on f)ther eleimmt.s than their general property. It will be 
well to discass these clas.ses in order. 

1. liaiik-i 

The direct taxation of lianks dales back to the beginning of 
the nineteenth century. During llm war with England the 
federal government imposed certain stamp dutii’s on notes 
Lasued or diseountf'd by b.inks. But this law of I8id contaimsl a 
furthc! provision |)ermitting the banks to com))ound for the 
duty In paying one and a half per cent on the amount of the 
annual dividends. 

The first state law providing for a direct lax on banks was the 
Georgia act of I8I).5, which Icviwl a tax of two .and a half per 
cent on their capital stock and one-half of one per cent on their 
circulation. New Jersey followaal in 1810, with a tax of one 
and a half per cent on the |):dd up capital slock of specified 
l>anks. The first .Massaclmsett.s law w.'is the act of 1812 which 
imposed a tax of one-half of one per cent on the amount of their 
capital stock. A more important law was the; Pennsylvania 
act of 1814, for Penn8ylv.ania from the very outset assumed an 

‘ Of these, nine .states use only the new method—f 'ormeetient, f'alifomia, 
Delawan-, .Mainty M.aryland, Ma»iar:hii.sett.s, Minnesota, New York ancl 
Pennsylvania. Mi.ssissippi, Ohio, North Carolina, llhcsle Island, .South Car¬ 
olina, Tennessts', Texas :uid Virginia iniiK)w’ similar taxes in aildition to 
the ad valorem system. Illinois nsisi th(! metlnsl only in the e;is<! of one 
railroiul. Michigan, Wiishington, Wi.sconsin anil Veniiont at one time em¬ 
ployed the newer method, but subsequently reverUsl to the ad valorem 
system. North Dakota at one time employed the new method as an 
alternative system until it was declared unconstitutional. 
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attitude' different from that of the other states. According to 
this law, banks w('re taxed at the* rate of six per cent upon their 
dividends or net profits; if exempted from the national tax, the 
rate was to be eight per cent. In 1824 the rate was definitely 
fixed at eight ]H'r cent, and a few years later the principle of 
graduabal taxation was intro(lue(>d. 'I'he act of 1835 imposed 
on banks of issue a tax on di\ idends, which varied from eight 
to eleven per cent jis the dividend.s were under six or over eight 
per cent; and in 1810 banks w<‘re also sulijeeted to the capital 
stock tax imposed on all corporations. In 1849 the dividend 
tax was increased. In 18.50 a tax of four and a half mills on 
capital stock was .substituted for the ('arlier general tax, but in 
18.')2 this was repealed and the old tax reintroduced, which in 
t8.')9 was extendc'd to banks of diseount, deposit and .savings 
insiitutions. In 1801 the progressivi' tax on dividends was 
increased so as to vary from eight per cent if the dividends 
were six per cent, up to thirty if the dividends were twenty- 
five. In 1800 a tax of one p('r cent was imposed on capi¬ 
tal stock, in lieu ol all other taxes on the capital .stock of 
banks, and after soini' minor changes tlie whole system of 
taxing banks wa,s replaced in I88<) liy the method to be ex- 
|)lained below. 

Ohio and Virginia were the only other slates which beg.an, 
and for .some time eontimied. to tax banks on dividi'mks, although 
several stales, like Nermonl , in chartering special banks some¬ 
times inserted a provision in the charter, reserving a portion 
of the profits or dividends. In Ohio a tax of four per cent on 
dividends was imposed in 181.5, lint in 1810 the general banking 
law obliged the banks to set aside prolits which at the expira¬ 
tion of the charter would amount to four per cent of the total 
stock. In 182.5 this charge was commuted into a tax of from 
two to four per cent on dividends, and in 1831 the rate was 
raised to five per ei'nt. In 184.5 li.niks were rerpiired to pay, 
in lieu of the tax on dividends, six per cent on the profits, de¬ 
ducting ('xpenses and ascertained los,ses. Five years later the 
taxation of prolits or dividiaids was abolished, and the banks 
were-henceforth taxisl at the rale of the general property tax 
on the amount of their capital slock and contingent fund. In 
Virginia the dividends tax did not begin until 1846, when the 
banks were required to pay oih' and a qinarter per cent on divi¬ 
dends. This rate w-as gradually changed until during the Civil 
War it reached seventeen per cent. In 1870 a new system was 
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introdumi, based partly on capitid stiK'k, partly on income 
or dividends above ?! ,5()0; but in the following yiair the present 
methorl was adoi>te(l. 

While Pennsylvania and \’irginia were the only eominon- 
wealths to retain dividends as the basis of taxation, a few states 
taxeti banks on their caiiital stock. 'I'lius the Massachusetts 
tax of 1812, changed in 1828 to a tax of on<> jx'r cent on the 
amount of the capital stock actually itaiil in, remained in foice 
I)ractically without change until the ('ivil War, when the state 
banks were suix'rseded by the national banks. This tax was in 
addition to tliat levied on the individual .stoekhohlers but, 
curiously enough, it applied otdy to the chartered, not to the 
free banks.' In boui.siana a tax was irni)o,sed in 1813 on the 
“.stock in trade’’ of all banks; and in Kentucky a lax was levied 
in 1818 on the capital of the branches of the li.ank of the Unilwl 
States. In other states, again, a special tax was levied only 
on the proportion of the capital stock owned by non-residents, 
as in the first (’onnecticiit law of 1830, which imposed s\ich a 
tax !it the rate of one-thir<l of one pi>r cent. In most of the com¬ 
monwealths, however, the special ■■itate taxation of capital stock 
came much later, since the principle of the |)roperty tax pre¬ 
vailed. When the caiatal stock w.as taxed .at all, it was simply 
as repre-enting tin' personal properly, and hence it. wars taxable 
locally at the general rat(> of the |)roperty tax. The real estate 
was taxed separat('ly, as in New York,where the )>(‘rsonal prop¬ 
erty tax w!is levied on liank slock and w.as payable by the cor¬ 
poration. According to the law of 1823,- the t.ax wtis asses.sed 
on the par vaha' of the stock, but in 18-17 the basis wiis changed 
to the actual m.arket value of lh<‘ stock, without deduction for 
debts. It is worthy of note that in North Carolina, where the 
taxation of capital stock did not come until 18,50, the rate of 
the tax varied with the dividi-nds. 

Since the inci-ption of the national banking system moat 
of the commonwealths have again changed their methods of 
taxing banks. The history of this change can be well traced in 
the legislation of New York. According to tla? laws mentioned 
above, banks were taxable on so much of their capital stock 
as represented their personal projK-rty. Under these acts the 

• For a disciiKsinn of this |)oint see W. B. .Stevens, The Taxnium of State 
Bankm. Boston, 1S0.5. 

•One of the imrliest discussions of the bank tax is to be found in S. M. 
Hopkins, Speech on the Subject of taxing Bank Stack. Albany, 1S22. 
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hanks claimed (exemption for that part of their capital invested 
in United States bonds; but their claim was disallowed by the 
court of apjieals, on Ihi' ground that no unfriendly discrimina¬ 
tion was thereby shown to tla^ bnited States ius a borrower. In 
1862, however, the naliontd government provided by law for 
the total exemption from st;ite ta.xation of all stocks, bonds 
and other .H<'( nrities of the United States. Th<! court of appeals 
then held that this provision appliwl only to stock and bonds 
issmxl aft(!r tlu^ date of tlie law, but that all securities issued 
prior thereto wen; still taxalile, according to the state .statute. 
This decision was reversed by the fed('ral Supreme (Jourt, which 
held that any “stock of the United States constituting a part 
or the whole of tlie c.'ipital stock of tin' l)ank is not subject to 
state taxation.” 'I’he legislature then sought to evade this 
decision by enacting that banks sliould be taxat)le “on a valua¬ 
tion wpial to the amount of ttieir <'apital stock,” with similar 
deductions and exemptions as in tlie law of 18')7; and the court 
of appeals pronounced ttiis law valid, on the ground that the 
tax was on laipilal stock, and not on property. This decision 
was in turn reverse(l by tlie Supreme Court, which held the tax 
to be levied on the properly of the tiank, and therefore subject 
to deduction for non-taxable investments. In 1864 the na¬ 
tional banking act was iiassed, wliicli permitted the taxation 
of national liank sliares in the hands of individuals, but not at 
a greater rati' tlian other moneyed capital. This gave the New 
York legislature tlie desired opportunity, and in 18t)5 it enacted 
a law providing tliat all sliares in national banks should be in¬ 
cluded in the valuation of the ])ersonal property of individuals. 
The court of appeals held this to be valid. It must be remem- 
k'red, however, that the state liiinks were still taxed on their 
capital. The Suiireme Court of the United States now upheld 
the principle of tlw taxability of shares, on the ground that a 
tax on the shares in the hands of individuals was not a tax 
on the capital of the bank. Nevertheless it rever-sed the New 
York decision on a minor point, namely, that since the capital 
of state lianks investi'd in national .siaairities was exempt, a 
tax on the capital was not equivalent to a tax on the share¬ 
holders, and hence to tax state lianks on their capital and share¬ 
holders of national banks on their sliares constituted a dis¬ 
crimination against national banks. This decision led to the 
New York law of 1806, which alnilished the ta.\ation of bank 
capital and provided for the taxation of shareholders of both 
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state and national banks in the same way, i.f., on the value of 
the shares, with deductions for the capital invested in real 
estate. The banks were no longer taxcnl on their capital, but 
were required to retain the dividends from the stockholders 
until the tax was paid. The Supreme Court sustained this law, 
holding that no (leduction should be made from the value of 
the .share.s for any jiart of the bank’s capital which might consist 
of United St.ati's bonds. ].,ater it decided the state tax on shares 
to be valid, even if it were collected from the banks. The ques¬ 
tion then aro.se whether it was com|K‘tent for the shareholder 
to deduct the value of his delits, as was the case in the taxation 
of all other personal property. The court of ajipeals decided 
in 18C7 in the negative, holding tliat there could be no deduction 
of debts from the a.sse,ssm('nt of bank shareholdi'rs. This case 
slumbered for thirteen years; but in ISSO a decision involving 
this precise ([uestion was reversed by the United States Su¬ 
preme Court on the ground tliat •'the ])rohibilion against the 
ULxation of national bank sliares at a gri'ater rate than that 
imposed upon otlier moneyed capital could not be evaded by 
the ;us.ses.sment of e(|U.d rates of taxation upon une(]uid valua¬ 
tions.” The consequence was an alteration in the New York 
law, which now in ISSI) permitted the same deductions a.s in ail 
other taxable property and which provided for the asses.sment 
of share.s, whether owned by residents or non-residents, at the 
place where the bank was located.' 

The result of this development was that, bank shareholders 
paid a large proixirtion, and in some towns the gnaiter part,* 
of all the taxes on personal property, and that they alone 
were unable to evade the otherwise so laxly executed tax 
on personalty. A later attempt of the banks to remedy 
this obvious inequality was frustrated by a decision of the 
Supreme Court that the words “moneyeil capital,” in. the 
revised statutes, are iiractically confined to banks and pri¬ 
vate money lenders, and that the imposition of a lower rate 

' For contemporary views sec Thr Slate ami Nalional llanke. The Quet- 
lion of Taxation, Albany, 1864; Rrjmrl of the Cnminiltee of Bank Ofikera 0 / 
the City of Nexo York in relaiion to Bank Taxation, .\'ew York, 187.'); T. J. 
Hillhouse, Taxation of Banka of the State of Mew York, .New York, 1880; 
C. P. Williams, The Saliontd Banka ami State Taxatum, .\cw York, 1887; 
[Sevcnl Reporla of the American Bankera' Aaaociation upon Bank Taxation, 
New York, 187.')-1889. 

• In Albany the banks paid fifty-eigbt per cent of all taxes on jiersonalty. 
Nem York Stale Asaeaaort’ Report, 1878, p. 16. 
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of tiixation on other corporations docs not invalidate the bank 
tax.* 

The system of taxing banks that had been reached in New 
York l)y the close of thi^ nineteenth century is now general 
throughout the United States. It may be summed up as the 
separattt taxation of the real estate owned by the bank together 
with a tax paid by the l)ank and then withheld from dividends,’ 
levied sometimes i>y local, but more frequently by .st.ate, offi¬ 
cials on the value of the shares, less the value of the real estate 
and otluT ('Xtunpt property. In only a few states, like Maine, 
Maryland, New Hampshire, New .lersey, (Jregon, Texas and 
Vermont, is the primitiva^ method followed of attempting to 
aase.s.s the shares to the owner where they reside; and even in 
many of these instances an exception is mad(; in the case of 
nationid banks and of non-resident stockholders, when the 
tax is as.sessed to the bank itself. In most states the same 
method is applied to state and national banks. In the eyes 
of the law, the tax although assessi'd at the bank, is generally 
considered to be .a tax on the shareholders, adv.anced by the 
bank. As a matter of fact the t.ax is in most cases assessed in 
the name of the shareholder, and has even been declared invalid 
if the law does not grant in speeilic terms the right to e(dlcct 
the tax ag.ain from the shareholder.* Practically, of course, 
it is not a lax on the shareholders, b('cau.s('of the familiar fact 
that new purchasers of liank sliares will escape the tax through 
the operation of the princi|>le of capitalization of taxation.* 

Th(! shares are gener.ally taken up at marked, or book value; 
but in some cases book value is not admitted and in others, arbi¬ 
trary imdhods of ascertaiiung the value are pre.scribed. Thus in 
New Jersey the a.ssessors uidil recently added the capital stock, 
surplus and undivided prolits; deducted the value of the non- 
tnxable securities and of the real e.state; and then divided the re¬ 
mainder by the number of shares. The result was an assessment 

> The caso-s in their order .an' :us follows: 23 N. Y. 192; 26 N. Y. 163; 2 
Black, 870; 2 Wall. 200; ;!;i N. Y. 161; l’eo|)le es. Weaver, 3 Wall. 573; 4 
WiUl. 2«; 9 Wall. 3.')3; 36 N, Y. .W; fan .Mien I’S. .\s.s<'ssor8,100 U. S. 539; 
Mercantile National Bank es. New York. 129 U. S. IAS. 

•The Supreme Court hius reix-atedly held that the tax on the share¬ 
holder may Iw required to be paid by tlieeor|x)ration. Al)erdeen Bank vt. 
Chehalis County. 166 P. S. 440; Merch.ants’ Bank e». Pennsylvania, 167 
U. S. 461; Cleveland Trust Conqiany e.?. Lander, LSI U. S. 111. 

* Home Savings Bank e.i, Dea Moines, 20ri L'. S. 503. 

* See I'n/ro, chap, viii, sec. vi. 
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which is in few east's even approximately ecpiul to either tlie mar¬ 
ket or the par value.' So in Idaho by a law of 1912 the surplus 
and undivided profits are added to the face value of the .shares 
and the amount of the capital invested in real ('.stale is then de¬ 
ducted. In .some eases afiain, where it is customary to assess 
property at only a i)ortion of its real value, the law provides 
that a definite percentage of the market value of I la .shm's be 
put into the assessment list. In Iowa, for instance, it is twenty 
per cent; in Idaho forty per cent. 

In most of the states, even where the assessment of bank 
shares is fixed by a state oHicial, the proceeds are distributed 
to the localities in which the shareholders reside. Some com¬ 
monwealths have enacted more detailed ))rovisions to avoid the 
confusion arising from the taxation of non-residents’ stock. The 
Massachusetts law, for exam[>le, which dates from IHtiS, pro¬ 
vides that the assessors of a town where a national bank is 
located shall omit fnun the town valuation all shares held by 
non-residents, and lh;(t the taxes paid by the bank on these 
shares shall be credited to the state. 

The sy.stem skelehed above is the one generally found in tin; 
United States. Since the commeiieemenl of the twentieth 
century, however, a number of stales have substituted a special 
corporalion tax on banks at a fixed or Hat rate, in lieu of th<( 
older method. Thus in New York the law of 1991, asaraend((d 
in 1993, provides for the imposition of a tax of one jrer cent (m 
the value of the bank stock, which is arrived at by adding to¬ 
gether the capital stock, surplus and undivided profits and 
dividing the result by tb(( number of shares. Owing to the 
lower rate there is no deduction for the value of the real estate, 
nor is the shareholder entitled to any deduction for debts, as 
is the case in the general property tax." The tax is payable to 
the county officers and is then distributed to the localities. In 
California a similar tax of one per cent was imfrosed in 1910, 
with the difference, that the amount of the real e.state locally 
taxable is deducted, and tliat the tax is payable to the state. 
The California tax is in lieu of all other taxes and licenses, 
state and local, except the local tax on real estate. In Connect¬ 
icut since 1901 the banks pay to the state a tax of one per cent 

' By a recent decision the New Jersey method has been altered so that 
the market value less the non-taxablc is taken for assessment purposes. 

•A New York ease involving the right to deny a shareholder deduction 
for debt is now 11912) in the United States Supreme Court. 
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on the market value of the shares, less the amount of the real 
estate, but the tax is then returned to the towns in proportion 
to their shareholdings. Ihe ta-x on non-resident shares, how¬ 
ever, goes to the town where the bank is loeated. In Penn¬ 
sylvania by .somewhat earlier legislation (namely, the laws of 
1879 and of 1881 ns amended in 1889,1891 and 1897) the banks 
may pay the so-called four mills tax on the actual value of 
their shares or a tm mills tax on tlu- par value of their capital 
stock. In the four mills tax the value of the shares is ascer¬ 
tained by adding together the paid in eaiiital, surplus and un¬ 
divided prohls and dividing tlu, result liy the number of shares, 
whereupon the bank is exem|)ted from the state tax on personal 
property and from local taxation on so much of its capital and 
profits as IS not invested in real estate, but including in the 
exemption any bonds or mortgages whether of individuals or 
corponaions I.eld by them.' If, however, they elect to pay the 
ten mills tax on j.ar value they are not relieved from the pay¬ 
ment of the tax on mortgages. Accordingly, virtually all the 
banks choose the four mills tax. National banks are in any 
case e.xempt from the slate tax on mortgages. A three per cent 
net earnings ta.x, changed in ItiOl to a gross earnings tax, applies 
onlytoniuiicorporated bankswithoutcapit,.,| stock. In Delaware 
there is a tax of one-litth of one per cent on the book value of the 

f nchlse a.xes: and there are also special taxes on seven of the 
wpalths“?"N“ '‘r'' eommon- 

iS t^tr tiix fixed accord¬ 

ing to till, capital or the business transacted. Again, in a few 

States, especial y in New Mngland where it is customary to tax 
the depiwits of savings lianks, we find siiecial taxes on bank 
deposits m general. So in (’onnecticut bank deposits are taxed 

ta VUin™l deposits, described below; and 

m Maine banking companies ),ay one-half of one per cent on 

toTsrr?',; "" 

ing mtirest of three per cent and over, dixlucting the value 

deposits bearing more than two per cent interest are taxed at 
a special rata of three-twentieths of one per cent. 


'This was dcciilixl in Commonwcallli iv 
293 (1898); and Pcoplc'.s Savings Hank vs. 
and C. Co., 29 Pa. SuperiorCT. 153 (ItXlS). 


«. Clairfon Steel Co., 222 Pa 
•MonongjUiela Consolidated C 
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Finally there are a few east's of special ttixatioii on foreign 
banks. New York, for instance, levies r tax of five per cent, on 
the interest of moneys loaned or employed within the state, anti 
Maine taxes the branches of foreign lianks al the rati' of three- 
quarters of one Iter cent on tht' amount of business transacted 
within the stale. California, on the other hand, taxes branches 
or agencies of foreign banks on their ea]iilal etnployetl within 
the statt' !it the same rate as domestic banks; while some .stntes 
like Idaho tax foreign banks al the ordiiniry rate on the general 
average of mttneys useil. 

Since the advent of trust companies, the bank tax has fre¬ 
quently been extended to them, .is in New York, In other states 
as in many of the New Kngland commonwealths, loan and tru.st 
companies are taxed like savings banks, rather than like banks 
in general. In other cases again, as in Calilornia, the .same 
methods apply to banks, savings banks, and loan and trust com¬ 
panies. Occasionally also, as in Idaho, suri'ty and fidelity com¬ 
panies are included in the system ol bank ta.xation. 

There remains the subject of savings banks. These, when 
incoiporated, as is usually the case in the western .states, are 
taxable in the same way as banks proper. 'I’liis is true also in 
Pennsylvania, even when they are not incoriKiratcd, for in that 
state they pay the same special taxes as banks in general. In 
New York they are taxable only on suriilus. In -New England, 
however, the custom is, and has for a long time been, to tax 
savings banks, which are almost always unincorporated, on their 
deiKisits. In Ma.ssachusetts, where u|) to that time, the deposits 
had been nominally taxable as the personal property of the in¬ 
dividual di'positors, the new system came into u.se in 1802; in 
Vermont, not until 1878; in the rest of New England, in the in- 
terviil. The rate of tax Ls, however, in every ca.se far below that 
on propi'rty in general; ‘ and it is customary to allow various de¬ 
ductions. Thus in Massachusetts the rate is one-half of one per 
cent on deposits, less the amount invested in taxable real estate, 
mortgages and .stati* bonds. In New llanipshin* the rate is 
three-cpjarters of one [H'r cent on dejiosits, disluct ing the amount 
invested in real estate, mortgages bi'aring not more than five 
per cent inU'rest, and state atid local bonds. In the ease of 
special dei)o.sits, however, the rate is one jier cent. Iti Vermont 
there is a tax of seven-tenths of one jkt cent on the deposits and 

' Cf. in general W. G. Abtiott, Objeclioju (n the Taxation of Ravinns Banka. 
New York, 1880. 
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accumulations l(«s the amount invcstci) in real estate or in federal 
Isinds (if not raori^ than ten |)er (tent of t-h(t ass(‘ts), and (txcluding 
also individual deposits over $2,000, jjrovided these are listctd to 
tlie (le|X)sitors whent tliey reside.' In Maine a tax of live-eighths 
of one per cent is im|M).se(l on the deposits, re.serve fund and undi¬ 
vided profits, with dedu(ttions for lh(‘ as.sesse;l value of real estate, 
the amount inv('sted in federal bonds or in shares of corporate 
stock whi(th are tax-fre(t to stockholders by law, and deducting 
also two-fifths of any other assetts which are invested in the state. 
In (k)nnecti(ait there is a tax of oiaMpiarter of (jne per cent on 
deposits exclusive of tlu' surplus over $.')0,l)(H) and over the 
amount inv('sted in real ('state, in sl.at(( or local bonds issued 
to aid railway construction or in the stock of banks, trust, insur¬ 
ance, investment and bridge eompani('s. In Rhode Island the 
tax IS at the rate ol four-tenths of one per cent on deposits and 
undivided profits. 

Outside of New lOugland the tax on .savings banks deposits 
is found only in Maryland where tlu' tran('his(' tax on savings 
banks anuamts to oiie-ipiarter of one per cent on the deposits, 
three-fourths of the tax going to the place where the bank is 
located, and oiuyfoiirth going to the state. In many states 
outside of N('W iMigland, howx'ver, (h'posits in savings banks 
are nominally taxable to the owner as jiart of his pensonal 
property. In New York, however, such deposits arc exempt 
by statute. 

In the matter of bank taxation, therefore, we are beginning 
to roach uniformity, with thi! ('xception of savings banks 
in the New langlaud stat(‘.s. 1 wo points are especially to be 
emphasized in the pr(\sent situation. One is that bank taxa¬ 
tion has been e()mpai'ativ('ly successful in pro|X)rtion as wc 
have attempted to aiiply to the jiroperty tax what in the case 
of t h(Mneom(' tax is usually called tlu' stoppage-at-source system. 
That is, not thi' income n-eeiver, or in t his (ai.se not the owner of 
the property, is taxed, but the corporation which [lays out the in¬ 
come or which, in this ease, repo'sents the owner of the property 
and doduef s the tax from t he ineonu' of t he property. The second 
point is that the uniformity which has la i'n attained has been toa 
large ('xbmt imiiosed uixiii the states Ity national law. Were it 
not for th(' (‘xist('nee of the national banks and the provision of 
the national banking law of IStit as to (xiual ta.\ation, men- 


' D.'po.dts under $'2,000 are exempt from any taxation. 
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tioned abovo, the system of taxation of l)anks in Kcneral would 
probably be as iittle satisfactory ius is at present the taxation 
of other intatiRible proiH-rty. The real progress that luis been 
made is the result of federal jtressure, noi in the sense of de¬ 
ciding what must be doiu^, as in (lennany or riwii/.ei laiul, but 
in the sense of affirming what cannot be done. The mere fact 
of a national prohibition has sutliced to bring onler into the 
state systems. This is a l<>s.s()n w’hicli has not yet la cn learned 
in most of the other corporation taxes with which we shall 
have to deal. 


2. Inmrnncf: Companies 

The next corporations to ))rcak away from the general prop¬ 
erty tax wen; the insurance companies. At tirsi only foreign 
companies ' were taxed. Tlie earliest law was that of 1824 in 
New York, which provided th.at hireign lire insurance com¬ 
panies should pay ten pi-r <a‘nt on all premiums for propc-ty 
in.sured within the state. In 1829 the law was extended to 
foreign marine insurance ciimpanies, and in 1887 the rate was 
reduced to two [)er cent. Domestic companies wen^ taxable on 
their capital stock, like all other cor|M)rations, aci'ording to the, 
general law of 1828. Ohio startecl out by taxing insurance 
companies as well as banks, a.ssessing them in 1880 four per 
cent on their ilividends. But this form of taxation was soon 
abandoned. In I’ennsylvania, wIiitc domestic comimiies were 
included in thi^ general law of 1840, foreign insurance com¬ 
panies were not s|)ecially taxed until 1819, when the law im¬ 
posed a tax of otK' i)er cent on the gross premiums of foreign 
life insur.'inct; companies. In Maryland the custom dates from 
18119, when a tax of two per cent was im|)osed on th(^ premiums 
received by the agents of fonagtv insurance companies. In 
Vermont foreign tir(' insurance eotni)anies weri’ taX(xl eight per 
cent on their |)remiums in 182.a; but the law wa.s repealed five 
years later. In Massiiehusetts where dom(‘sti(t fire an<l marine 
insurance companies were first taxed in 1802, and domestic life 
insurance comp.anies not until 1880, a tax on foreign companies 
was first levied by the law of 1882, which is of siKsaal interest 

■The use of the U'Ttn ftireigi) eorpaniliorix in (lie .tnieriean statutes is 
confusing. Generally it designates eompanies ineorfHirated in another of 
the American commonwealths. In only a few cases does it refer to non- 
American states. In these chapters it will be used in the former sense unless 
otherwise indicated. 
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as the prototyiM! of wfiat is known in several of our common¬ 
wealths to-day as lh(^ “r(s;ii)roc:il acts.” The act provided 
that if any cominonwcalth taxed the aRonts of Mas.sachusetts 
insurants! coni|)anies, the insunincc (!ompani(!S of such com¬ 
monwealth wer(! to pay one-half of one |H'r c(!nt on the whole 
amount insunsl hy such eotnpanies in Massachusetts. At pres¬ 
ent the re(!iproeal acts ro soniewhat further and jwserihe that 
foreign insiiranci! companies .are to ht! taxed at the same rate 
(if higher th.an the home rat(!) that is iinposial on home in¬ 
surance companies liy I hi' commonwealth chartering the foreign 
company. Such reciprocal acts are found in over two-thirds of 
the American states; and in a few states like (,'onnecticut, Illi¬ 
nois and New .ler.sey they still constitute the oidy form of 
taxation of foreign insurance companies, 'riie Kansas court 
calls them “an appeal for comity,” “a demand for equidity;” ' 
but in reality tliey are ri'taliatory, rather than reciprocity, 
laws,^ and are even so c.'illed in some of the states. 

This premiums tax on foreign companies was gradually ex¬ 
tended to domestic companies, until at present it is found in 
almost every commonwealth, only a few of the Western states 
clinging to the original custom of iaxing them on their property. 
Occasionally the tax is known as an insurance license or an in¬ 
surance fee. In soitie ol the Sonthi'rn states the companies 
must pay both fi'cs and taxes. In most cases the laws apply 
to all kinds of insurance companies, of which the chief examples 
arc fire and life insurance companies. In several states casualty 
companies are included and in a fi'w states others a.s well are 
specifically mentioned, such as plate glass, indemnity, accident, 
surety, fidelity and employers’ liability companies in Florida; 
plate glass and boiler insurance companies in North Carolina; 
river, security and indemnity companies in Ixniisiana; live 
stock, plate glass, lightning ,'ind tormulo companies in Missis¬ 
sippi; storm and lightning companies in Texas; and marine 
companies in quite a nnmbi'r of states. The taxes are in gen¬ 
eral the same on the various classes, although not infrequently 
somewhat lowi'r rate.s are imiiost'd on life insuranci', and es- 
jieeially mutual eom|ianies. ^ et in a very few eases the reverse 
is true. Tims in lamisiana the graded tax rises to Sd,.5(K) in 
t he ca.se of fire insurance companies, but to #.‘),2,50 in the case of 

* V,f. 29 Kan. 1)72. 

' Alabama dpclanHl tlieni un«)nstitiitional for this reason; 60 Ala. 217. 
In the other states they have been uplieht. 
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life insurance companies; and in Texas life insurance companies 
may be taxed up to 3% on premiums, otlier eompmiies only ^ 
of 1%. These are, however, exceptions to the (;eneral rule. 
Fire and life insurance companies, ;ij!;aiu, are usually taxed not 
only at the same rate but in the sami! maimer. Yet exceptions 
to this rule are occasionally found. In Pennsylvania, for in¬ 
stance where fire and marine companies pay three mills jrer 
dollar of capital stock, life companies (excejit mutual) pay on 
gro.ss premiums. In New .lersey insurance comiianies, other 
than life, are taxed one per cent, on premiums, while domestic 
life insurance comiianies |)ay one per cent on their suriilus plus 
thirty-five hundredths of one per cent on their jiremiums; but 
the payments from the foreign eom|)anies ari' credited to the 
domestic companies. New .lersey, however, is one of the very 
few states where tin' (net) assets of domestic life insurance 
companies arc in adilition subject to loi'id taxation. 

On the other hand, it is customary to make a distinction bt'- 
tween domestic and foreign eom])anics. In nine stales ' domes¬ 
tic life insurance com[)anies are noi faxed at all, while foreign 
companii's pay on gross receipts or, as in Nevada, are subjectiHl 
to a license tax. In six states, domestic life insurance companies 
are ta.xed at a lower rale than foreign companies—Alabama 
1% as against 2'',', Iowa V, ', as against 2!.a";,,Mi.ssissippi 2}4% 
as against 2*/2%, Pennsylvania H per mill iis against 2%, South 
Dakota 2% :us against 2j i'.it. and Tennessee \} 2 % a-s against 
2M%. Yet in a few cases the .situation is the reverse. Thus 
in Maine foreign life insur.ance comitaiiies p:iy \'/i% on gross 
receipts, while domestic companies jiay not only 2%, but in 
addition a tax on surplus after deducting the value of the real 
estate owned in the commonwtailth. So in Vermont while all 
insurance companies pay 2'/,. on premiums, domestic life, fire 
and ca.sualty insurance companies p;iy in addition 1% on the 
surplus above the necessary reserve of d',',, although with a 
deduction for the real estate locally taxi'd. In Wisconsin foreign 
life companies pay a license fee of but domestic com¬ 

panies are subject to a tax on gross ri'ceipts. Here, however, 
as in not a few of the other states the retaliatory law is 
in force. In some states, again, like Ithixle Island, mutual in¬ 
surance companies are taxi'd at a lower rate than others. New 
York takes perhaps the palm in the matter of complexity of rate 

• Indians, Kansas, Kentucky, Maryland, Nevada, North Dakota. 
Oklahoma, South Carolina and West Virginia. 
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of iasurancc! luxation. Life insuranco companies, whether 
domestic or of any other American state, pay one per cent on 
premiums, wliih^ life in.suranee, healtli and casualty companies 
of foreign countries pay under the insurance law two per cent. 
On the other hand, whih; domestic lire and marine insurance 
companies pay ont^ pi'r cent on pnaniums, similar companies of 
other American states pay two per i!ent, and similar companies 
of foreign countries pay one-half of one i)er cent to the state 
treiusurer and in addition two per cent to the local fire depurt- 
imuit or sniM'i'inlendi'iit of insuraius' respectively. In addition 
all foreign companies arir suhject to tlu^ retaliatory tax. 

In some states, again, foreign and domestic companies arc 
taxed on adilTerent l)asis. Tims in Delaware, District of Colum- 
liia, Michigan, Missouri, Ohio ami Oregon, foreign companies 
arc taxed on their premium receipts while domestic companies 
an; taxed on either surplus or net premiums. Finally in Con- 
m'cticut, Illinois and New .lersey foreign life companies are 
taxed oidy hy reciprocal laws, while domestic companies are 
taxed either on assets or on sur|)lus. 

Although tlu^ premiums tax is the general tax wc find not a 
f('w cases wherr; tin' tax is based on a dilTerent element. Some 
of the Southern slides imposii license or privilege taxes of a 
fixed amount, freipienlly in addition to the lax on premiums. 
In North (arolina insurance l•ompanie.s pay licenses from ten 
to two hundred iind fifty dolhirs together with a tax of 23 / 2 % 
on gro,ss receipts; in Floruhi. from fifty to two hundred dollars 
together with a tiix of 2'on gross receipts. In Mississippi 
they pay both fixed licenses and liixes on premiums, hut the 
latter tax is not impos.-d when the m! ralorctn tax is levied. In 
lamisiana life and ai'cident insurance companies pay a fixed 
lioense tax based on gross premiums, divided into 09 classes, the 
tax being graded from Sl.aO to S'),2')l). In Illinois, Michigan, 
Missouri and Ohio, the tax on domestic life insurance compan- 
ie.s is imposcrl on suri>lus. In ('oniu'cticut the tax is imposed on 
as.scts at the rate of 3 1 of I'!,'. In Wisconsin the tax on domes¬ 
tic life comi)ani('s is at the rate of :i% on gross income excepting 
that derived from the rents of real estat(', and excepting also 
premiums colh-cti'd outside of the state on policies held by non¬ 
residents. 

Other states combine various taxes. Thus Maine levies on 
domestic life insurance companies a tax of 2% on gross receipts 
in addition to a tax of 34 of on surplus after deducting the 
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value of the real estate owned within the eommonwealth. Mas¬ 
sachusetts impost's on lift' insurance cotnitanies a tax of 2}^ 
mills on each tlollar of insurance, as conifK'nstition for tlie state 
valuation of policit's anti an ('Xtase lax of • i of 1% on the net 
value of all policies in force. Other ilomt'slic insuru.'ice com¬ 
panies, inclutliiiR fire, marine, and re.'tl estate tith' companies, 
pay an excise tiix of one per cent on premiums and a-sscssments; 
while fort'ign companies pay two per cent, t)r as much mure as 
is necessary according to (Ic,' retaliatory law - wliich law ap¬ 
plies also to lif(^ insurance companies. Non-,\merican com- 
panit's pay four per cent on premiums (or two per cent if there 
is a Ruarantei; fund of .'S2(K).(K)I)), while non-.\meriean accident, 
fitlelity and guarantee comp.inies pay two i)er cent. It need 
scarcely he added that whiai the reeijiroeid law is in force, jus in 
Ntav York and Mas.sachusi'tts, there is a highly diversified 
system of insurance taxation. 

Thtj tax on laemiums is generally levied on gross premiums 
or gro.ss receii)ls. In oidy a few .states, as in Montiuia, Nebraska, 
New MexifS) and Oklahoma is the tax levied on net receipts. 
In Illinois, however, tia' net receipts of foreign insurance com¬ 
panies are entered as |ier.sonal iiroperty, and are included in 
the general property tax; whereupon the compiinies are then 
free of all loe.’d taxi's, except for the benefit of the fin; depart- 
memts which may impose a t;ix not exceeding two per cent on 
gross receipts. In many states when' the tax is imposed on 
gross ])remiums c(rtain de<luctions are made. 'I'lius in the 
case of fire companies return premiums and reinsurance pre¬ 
miums are deducted in eleven states,' and losses and return pre¬ 
miums in a few others. In the case of life insurance cornpanira 
the deductions jir<' more divi'rsificd. In Indiana losses are de¬ 
ducted; in Oklahoma, South (Carolina, Vermont and Whushington 
dividends arc dcducti'd; in Idaho losst's and dividends; in 
Arkansas losses and commi.ssions; in Maine dividends to domes¬ 
tic policy holders only; in Mississippi di'ath (daims, matured 
endowments and c.a.sh dividends paid under contracts in the 
state; in Iowa los.scs, matured endowments, dividends, increase 
in re.serve and amounts paid in cancelled })olicii«; and in Utah 
the property tiix paid on any real or persomd property. More¬ 
over, it has been decided in many states including Kentucky, 
Louisiana, Minnesota, Nebnuska, New York, Pennsylvania 

' Georgia, Kentucky, Maine, Michigan. New Hampahirc, Ohio, Penn¬ 
sylvania, Rhode Island, V'ermont, Virginia and Wisconsin. 
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and Tflnnessee, oitlier by tho courts or by the administrative 
authorities, tliat the words “across premiums” or “premiums 
received” do not mean the premiums stipulated for, but that 
the so-called rebates or dividends paid to policy holders should 
be deducted, as they dimiriish to that extent the premiums ac¬ 
tually received by llu; companies.' 

The rates of taxation are now exceedingly varied, being from 
Yi of 1% to ;S% in the cas(' of life insuran(a‘ companies, and 
from Y> of 1% to in tlie cast' of (ire itisurance and other 
companies. In the cas(? of lib' insurance companies the rates 
have tended to increase <luring the i)a.st, few decades. Toward 
the middle of tlie eighties of the last century the average rate 
in all the .states was a littli^ over one per cent on gross premiums. 
By 1892 th(! averag(^ had risen to one and a half per cent. By 
the end of the (a'litury it was over two per cent, and at present 
it is still higher- about 2.1)8 per cent.' It must be remem- 
bcrwl furthi'r that itisuranci^ com|)anies are in almost all cases 
also taxable locally for their real cslat(', and that six states, 
chiefly in the south, permit tla^ counties or muniei|)alities or 
both to levy a<l(liti(jnal tax(‘s on premiums;" whih; not a few 
of the Southern stales like Florida hwy in addition fixed licenses, 
state or local or bot h. 

The growing burdens on life insurance have led in recent 
years to a discussion as to their propriety. In view of this and 
of the further fact that life insurance companies differ in im¬ 
portant res|X'ets irom the other corporations treated in these 
chapters we shall depart from the gei\eral order of treatment 
and disi-u.ss briefly in this place the principle involved. 

On the one hand it is (daimed that life insuranc(; companies, 
or at least mutual lifi! insurance companies, should not be 
taxed at all. For such companies it is .said, are not profit¬ 
making organizations. A tax on tlu'in is really a tax on the pol¬ 
icy holders, ami thus in etTect a tax on thrift and foresight, 
constituting an interfen'iice with a socially most commendable 

* A full account, of the law and practice on thi.s (x)int will be found in the 

Metiwrumlitin <>« Inlerimhiliim of Sns. ,f ('hup. 77, Acte of 1907 

of the Stale of HV.it I'lnVirim rilulinp to the Tax on the Tremiuma of Life 
imumnee Comikvtiea. By Alfreil Hurra'll, Attorney of the Association of 
Life Insurance Presidents. |H)10.| 

* Of. J. F. Drydcn, Taxation of Life Insurance Contpaniea in the United 
States. An Addn'ss, New York, I!K)8, pp. 11-12 

•These are Alabama, Georgia, Kentucky, Montana, South Carolina 
and Virginia. 
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and Iwneficeflt practice.' Otlier writers do not go (juite so far 
as this, but make a plea for great leniency of treatment and 
suggest that a ta.\ be inipostsl in the nature! of a license fee for 
the privilege of doing bu.siness, (he amount of the tax to be 
restricted to a sum ju.st sulficient to cover the neccs.sary cost of 
suix-rvision. For life insurance companies, according to these 
authors, enjoy no s|x‘cial privilege, but constitute primarily a 
means of co-oiX!rati()n to distributi: the cost of providing for 
dependent widows and children and of saving a fund for old 
age.^ 

To this view, however, several objections may be urgtxl. 
In th(! first i)la(!e, modem life insurance companies are often 
utilized, in jwrt at least, to allord a safe means of investment 
as well as insuranc<‘ against death. Why, it may lx* askwl, 
should such inve.stments i«! tre.ated more tenderly than others. 
But, secondly, then' is a broader ground for dissent from the 
claim for great leniency. 'I'Im! d(!man<l th.at llu! amount of the 
ta.x should be put in some relation to the (.'ost of supervision is 
untenabl(! because the modern basis of taxation, as we know, 
is not benefits received or th(‘ cost of the advantage conferred, 
but ability to pay. While it is indeed true that public-service 
corporations which enjoy special privilegivs may reiusonably be 
asked u) pay a special tax be(!ause tliese privileges enhance 

* Tho fullest htatoincnt of this (Kxsition will ho fmirul in Willard Morrill, 
Tnx/itiori of Lift: Insurtuicv ('omiMitiicy. Artjument before the WiscouHin Tax 
Conimimion at \f>ulisou, Oct. imxi, (‘^p. pp, .|i. Soo alno a mono¬ 
graph bearing the numo ritlo by ('fnirl«« K. I.)y(T, giving iho argument «ub- 
mittetl on Oet. 2il<l, IIHM). lM»r a more ret'enf statenieiil w*e lUilxTl Lynn 
Cox, The Irnproprut;/ of Uixiug ILlurns to Life hisuranrr Policy Holders, 
Boston, 15)09, pp. (’f. riie }i<Mres.sc-H at the Tax C/V»nferenoe held in 
New York in 15W)H, under the auHpiew of the AsHoeiation of Life In¬ 
surance Prewiderils; and tla; Pr/tcccdings of the Aiatual Meetings of the 
Aiisocuilum (mx to 1912). 

*Thi.s view i« oinplixsizetl in the “Keport of the O»rninit(oe on Uniform 
Insurance Taxation" in the .l-Zr/rmc-s arul Procmiings of the Fourth Confer^ 
ence of the International Tax Associntum, CoIuiiiIjuh, 1911, pp. 291-294. 
A plea for leniency is also imulc by S. S. Uuelmcr, “'rhe Taxation of Life 
and Fire Insuranee Companie.s” in thiV/., First Vonft rvnrc, New York, 1908, 
p. 59o. Cf. also Injustice ami Inegiudity of Life huturunee Tnxalion. Re- 
port of Coinmiltce adopUd by Xationnl Conmiiwn of Insurance Commiih 
siotiers at Detroit on August 2L PtlhS; K. E. l{iltenhou«(‘, Taxation of 
Jnsuranee Premiums, .la Address, Atlantic City, !5H)H; .1. y\. De Boer, Tax- 
aiion of Level Premium Life Insurance, 15)05); and the chaplerH devotee! to 
taxation in F. L. HofTmann, Insurance Science and Economics, New York, 
1911. 
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their ability to (contribute to the common Inirdcns, the absence 
of special privilege does not justify (exemption or remission from 
ordinary taxation, wlx'ther in the case of corporations or in 
that of individuids. Moreover, the mere fact that the property 
or lh(( inconne on which the tax is im|K)sed is the result of thrift 
or foresight cannot l)e regardccl as constituting a valid objec¬ 
tion. As long as the general test of alhlity to pay is founrl in 
property, as in the United Stales, or in income, as in Europe, 
it is impracticalil(c to avoid the taxation of thrift or of any of 
the other (pialities which are re.s|)()nsible for the accumulation 
of capital or tin; enjoyment of income. For all capital is the 
result of saving. To abandon the taxation of life insurance 
savings would logically lead to the abandonment of all taxes on 
savings in general, and that would be tantamount to the taxa¬ 
tion of expenditur(‘ which, as we know,' repn'sents a bygone 
atag(c in the evolution of liscal policy. As it hius lacen well put: 

“This system of taxing savings and accunnilated wealth has been 
(h'liherately adopted and will not he ahandoni'd. The civilized nations 
of tint world have eoininilted itiemselves to the general (tolicy of levy¬ 
ing taxes, so far as possihle, in proportion to ability, not di.sability; 
nct'orditig to strength, tiot weakness; and as the thrifty man is usually 
the able and the strong nnm, he will rotitimte to pay most of the taxes. 
Otm of the incidental disadvatitages of this aliility itrinciple is the fact 
that it does to ;t degree total to diseoitrage thrift. Hut yott cannot build 
a system oti incidentals. The propo.sal to build a system of taxation 
on sumptuary principles pmalizitig waste and thrifth'ssne.ss, reward¬ 
ing thrift titid itidusirv—h;is lieen reiH’atedlv tnade in the patit and 
deliberately rejected. It is itnpraeticable, for omt thing, because the 
more it sucet'cds, the h'ss revemte it yields,'’ > 

On the other hand, it is e(|u:illy true that life insurance com¬ 
panies .should not be subjectetl to an e.xeeptiontdly high rate 
of taxation. Owing to the ease with which they can he reached, 
it ha.s becomt' customttry in the Uttited States to put them 
almost on a plane with public-service eorportitions, and vir¬ 
tually to tax the capital invested in insurance policies at a 

’ Cf. siiiira, pp. ,S-I0, 

*T. S. .'Vdams. Somr Olixlnrhc irhich ihlnii the Reform of Ijife Insurance 
7\wition. .to Ailtlress iltlhrml ut the Fourth Annunt Meeting of the Associa¬ 
tion of Life Insiironee 1‘resiilnits, Cliicago, P.tU), pp. (V-7 of reprint. Cf. 
also Is'stcr F. /art man. Inristmrnts of Life Insurance Companies, New 
York, toot), and the siunt' author's .\cce.ssilij for Reform in Life Insurance 
Taxation, .'In Athtress Jetireretl at the second Annual Meeting of the Associa¬ 
tion of Life Insuratice Rresidents, New York 1908, pp. 3-5 of reprint. 
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considerably higher rale than other intangible pn)|ierty, most 
of which in fa(d practically escajios taxation. Not only are 
life insurance investments tjoasl more severely than others, 
but life insurance companies in the I'nited Slates are taxed at 
a higher rate than anywhere else in the civilized world.' 

Moreover, the life insurance companies have undoubtedly 
a ju.st ground of complaint in the heterogeneity of burdens 
to which they are subjected.' Tlie evils of uneiiual and domile 
taxation, which as we have seen above ' are great enough in 
general in the United States, are accentuated in this ease by 
the remarkable decision of the Supremi' (’ourt that the busi¬ 
ness of life insurance does not constitute commerce and is 
therefore not subject to the restrictions governing the state 
ta.xation of inter-.stati' commerce. 

When we come to the (|ne,stiou as to the basis on which life 
insurance coiujianies should he taxed, it is not altogether easy 
to reach a deci.sion. Some authorities recommend the taxation 
of iLssets or of the income from assets.' This is. however, im¬ 
practicable in most of the commonwealths because a large 
part of the insurance is written by foreign companies whose 
as.sets it is impossible to reaeli. It is largely for this reason 
that most of the states have had recourse to the taxation of 
gross premium receipts within the state. In |)rineiple, how¬ 
ever, this is open to siaious objection, for very much the 
same rea.son that taxi's on gross rcceiiits in general arc lacking 
in eijuity.' 

In addition to this geni'ral objection it may bn obsc^ed 
that a system of taxation of premium receipts is not especially 
well suited, in theory at least, to a community which still con¬ 
tinues to tax iiroirerty as such. For irremium receiirts bear 
comparativ'ely little ri'lation to assets. ( ompanies carrying 

' In Cermany, for insMiirc. with an annual premium inromc of o'Tr 
120 million doliars. life in.'iiranee eompanii'S paid in taxes of all kinds in 
1907 only about $;WK),(I)0, or leas Ilian one-<piarler of one [M'r cent of the 
premium income iis over itguinsl llte iwo jut cent uml more, which w the 
avoraRe in America. (J. I F- I)r><Ien, TnnUmi of Life hiHurancc Com¬ 
panies in thi United StdicR, HMW, p. 10. -t 

*Cy. W. J. Gniham, Life Infoirnnee TaTohm. An Aiulresn tnfore the Nonfi 
Dakota Tax Association. Gnvml I'orks [1010]. 

* Supra, chap. iv. . . . • ^ / 

* This k the view of the Wisconsin Tax Commission m it« Keport for 
1911, and 13 also upheld by 0. II. Noyes, lAfc hwimnn Taxalwn. Report 
and Bill 0 / the Wiecorunn Tax Commisnon, with other FacUs (1911). 

* /ri/ra, chap, vii, sec. ii. 
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larKc umoimtH of so-culled industriul insurance collect much 
larger amounts in premiums in proportion to reserve assets 
requinsi to meet tlie ohiijfation of thos(: oontraets than in the 
case of the usual lyfie of poliey. The same disprojwrtion is 
to l)e found in eoinpanies whieh liave a large amount of paid-up 
and W(!ll-matured [wlieies in force as compared with other 
eomi)anies.' 

If premium receipts at all are nevertheless utilized, it should 
he !W far as possible net, rather than gross, premiums on 
which the tax is imposed. 'I'liat is to say, the companies 
sliould h(! [x'rmitted to deduct from th(‘ gross premium n'ceipts 
all moneys paid hack during the year hy way of death los.ses, 
Hurrend('r value.-!, endowments, etc., as well as for ex|)enses of 
th(! local agency organizations.- In (his way we should at 
least get a little elo.ser to the relative taxable ability of the 
various companie.s. It is, however, not likely that any im¬ 
mediate change will be made in (he policy of th(! American 
commonwealths, whi<'h are |)re<lisposed to the simpler ad¬ 
ministrative methods and which naturally prefer ea.se and 
certainty of a.s.sessment to tlu' more ideal ends of abstract 
justice. .\s long as this fe('ling prevails, perhaps the most prac¬ 
ticable plan still remains that of a fairly low, but uniform tax 
on gross receipts. Hut this, it must not b(! forgotten, is only a 
relatively satisfactory solution. 

li. Udilritmk 
(a) llisiiinj 

A complete' history of (he development of railw.ay taxation 

would oc(!upy an entiri' I.. ft will be po.ssible here to say 

only a few words about some of the tyieical commonwealths.* 

' Cf. (iciitgf Ctnrtis, .Ir., lusuniiKr TiuiUinii, An Adilress, 1911. This 
is inconsiralod with a few changes, in the Hrpurt of the ll'i«con.»n Tax 
Cammimion for 1910, ehnp. •’i. 

‘ This suggest ion is foreihly urgol hy lioherl hynn Cox, Taxation of Life 
/nsurano! in the Unitcil Sttates, .1 Ki jirint from the AMresm and Proceedings 
of the Second International I'onfemice on State and hteat Taxation. Colum¬ 
bus, 1908, pp. 1-t-l."). 

•Thom is no general history of railway taxation in the United States. 
For the pt'rioil fnnn 189(1 to ItXG. however, we now have the admirable 
compilation by the Interstate Coinntere(' ('omnii.s.sion entitUxl Railways in 
the United States in 100:1. .-t Tu'enty-ta'o Year Renew of Railway Operations; 
aForty-Year Reviewof I'hange.s in Freight Tariffs; a Fifteen-Year Revieic 
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In Pennsylvania, railroads were included in the general tax 
law of 1840, and were assessed on their (x-rsonalty and on their 
dividends. In 1844 the tax on personalty was ,ai)andoned, but 
the general corjwration tax on ea|)ital and dix’idends continued 
with some modifications. In 1801 a .siH'cial tonnage tax was 
levied on transportation eomiranies at the rate of two, three 
and five cents iht ton of freight carried, and an additional tax of 
three-(juart,ers of one [xt cent was laid on their gr(;ss n-ccipts. 
The former was declarwl ui\con.stitutional by the federal courts, 
and as a result, by tln^ act of 1S7-1, both the tomiage tax and the 
gross receii)ts tax were abandoned. For tin* old tonnage tax 
there was now substituted a tax of three cents a ton on the 
number of tons of coal iniinsl or purchased by tin' <*(tmpanies 
engaged in mining, i)urchasing or selling coal. 1 bis tax, however, 
ceu.sed in 1881, after having been declared unconstitutional, 
because it applied to interstate tonnage, notwithstanding the 
fact that it was a tax on franchise, and not on business. In 
1877 the gross earnings lax was reiniinised at tne rate of eight- 
tenths of one- per cent and with slight aineiidinenls in 187!) and 
188!) is still in force. In 187!) .-i law wa.s inissed imposing a tax 
on th(! ca|)ital stock of corporations in genertd, wbi<'h with some 
ameitdmctds is in force t(Mlay.* In the ineantiine railroads were 
subjectid to tli(' tax on loans which was first impo.sed in 1864. 
In 1868 an atti'inid was made to extend this tax to securities 
held by non-residents, but the act wasdeelan'd unconstitutional, 
as was a Itder act of a similar nature in 1881. It was not until 
188.5 tlnit an effective tax on corixirtite loatis, now in force, waa 
introduced. 

In New York, railroads were subject to the general property 
tax until 1880, when a law wa.s ('iiairted substituting for state 
purposes a ttix on the capital stock of eor|)orations in general, 
which will be discussisl later in detail and wliich with some 
modifications is still ie. force. In 1881 an additional annual 
“franchise tax” was imtx)scd at the rate of one-half of one per 
cent on the gross ctirnings of all transportation and transmission 
companies. In 1880 the organization tax wtis imposed on all 
Federal Railtmn Regidalvm: a Twelve-Year Review of Stale Railway Regula¬ 
tion-, and a Twilve-Year Review of Stale Railway Taxation, Washington, 
1903. Cf. w. 0. Hedrick, UMnry of Railroad Taxation in Michigan, 
Lansing, 1912; and 0. K. Snklcr, The Taxation of Oroet Receipts in Wiscon¬ 
sin, American Economic Association, 1906. 

' Cf- infra, p. 197. 

> Infra, pp. 200 et sc?. 
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corpwrations in general micl in 1895 the license tax on foreign 
corporations. Finally in 1899 the sjK-eial franchise tax, to be 
explained later, was introduced. All these laws are, with some 
modifications still in force. 

In ConiM'cticut, the law requiring certain stock companies 
to mak(^ returns of the stock owned Iry individuals was extended 
in 18-lf) to railroads. 'I'liree ja'.ars later every railroad that hiul 
paid a dividend in the lueceding year was rciiuircd to pay one- 
^4ialf of one per cent on tlu' market v.alue of the shares held by 
non-residents; but if the railroad w.as p.artly out of the state, the 
tax was to be proportioned to the mileage in the .state. This 
system worked so well that in 18.50 it was extended to resident 
stockholders, and was made one-third of one jrer cent in lieu 
of all other taxes. In 1802 th(! rate was increased, but the 
provision was inserted that the stock should not be assessed 
at h-ss than ten per cent of the par value. In 1801 the outlines 
of the irresetil. system were drawn by requiring the companies 
to add to the v.'dnation ot the stock the market value of the 
funded and llo.ating iialebtcdiu'ss h'ss th(‘ ca.sh on hand, and 
to pay oiu^ per cent on this vain,it ion in proportion to the milo 
age in the stati'. In 1,871 il was jirovideil that if the railroail 
paid any local tax this might be deducted from the state tax. 
In 1881 a dnluction was maih' from the taxable valuation for 
such portion of its debt as was contracted for stock taken in 
other roads. In 1882 the funded and lioating debts and bonds 
were to be valued at par unless the market value wins below par. 
In 1915, how('V(‘i', th(' .system was changed to the taxation of 
grass t'arnings and the present law was enacted. 

In Vermont the attempt to break away from the older meth¬ 
ods came in 1882, when a graded gross receipts tax was imiwsed. 
On gross receipts up to 82,IM)() a mih- the rate was 2%; on the 
fir-st $1,000, or |)art thereof, above $2,000 the rate was 3%; on 
the first $1,(XX), or part thereof, above $3,000 the rate was 4%; 
and above Sl.tXKf the rat(‘ was ,5^ This law, however, was 
declared unconstitutional in 1,890 by the state court as an in¬ 
terference with interstati' commerce and w.as supplanted by 
the law of the same year, which, with a few modifications, is 
still in force and which provided for an altern.ative system— 
either a tax on grass receipts or a tax on the so-called appraisal, 
which is nothing but an nr/ valort'tn tax, including the value of 
the franchise, although at a fixal rate. The tax on appraisal 
was fixer! at Vio uf 1% in 181H), was increased to 1% in 1902, 
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and to 114% in 1908. The gro.ss receipts tax was fixwl at 
in 1890 and in 1906 a graded tax of from 214 to 4% was intro¬ 
duced. In 11)12, however, the grass earning tax was aholi.slu>d. 

In Maine, a graded gross ('arnings tax was iinposfsl in 1881. 
The rates were' Ilof I' i. on gross earnings up Ix) $2,2M a mile; 

14 of 1% on earnings from .S2,2.')0 to 83,(MX); and tln-n increasing 
by \4 of 1% for every 87.50 until llii' rate reached In 

1893 the rates were altered l)y providing that on earnings of , 
11,500, or under, the rate should Ix' ]4 of 1',',', tlienee increasing ''i 
by 1-2 of 1' ,', for every .?7.50 until tiu' rate reached 3l:i%. In 
1907 the maximuui readied -IJ-j';;, and in 1911 the rates were 
further increased and the seide now in force was institutxsl. 

In Maryland the gross receipts tax was first im;)osed in 1888 
at the rate of •of 1',; . In 1890, the rate was iuerea.«ed to 1%, 
and the tax was made applicable to toreign as well as domestic 
railways. In 189)) the tax was graduated, being “ i„of 1% on the 
first .SI, IKK) per mile of gross .'arnings; IK-'.,' on .'arnings from 
$1,000 t.) S2,tK)0 p.‘r mile; aii.l 2','; on all earnings over $2,(KX) per 
mile. In ItHKi thi' rat.'s w.'re iner. a.se.1 and th.' scale now in 
force was a.lopt.'.h 

Of th.' oth.'i- hast.'HI stid.'s to break away from th.' firimitivc 
system N.'w ,l.*rs.'\' has ha.l an .*sp.'ei.'dly iul.'r.'sting hi.-tory 
partly b.'.'aus.' it still favors a variation of th.' .../ vuUmm system, 
partly because its |).'.'uliar situation has .'nabh'.l it to grapple 
more succ.'ssfullv with th.' j.robl.'in .>f th.' adjustment of state 
and local taxation. For N.'w .J.'rs.'v is ..'.Miomi.'ally only an 
adjunct to the city of N.'W Y.ak. A small stat.', with a popular 
tion far inferior to that of the n.'ighb.n ing metr.ipolis across the 
river, and with .'orr.'spon.lingly insignificant stat.' expenses, 
New .Icrsey is tnivers.'.l liy sorn.' of the m.rst important railway 
lines in the country and contains what ar.' i)racticall,v the Nm 
York city terminals. From an c'arly period, ther.'for.', the rail- 
W'ay tax cjucstion .assum.'.i an imfiortanc.. which wa.s not realized 
until much later in other states. In New .Jerwy railroads were at 
first subject to sp.>cial tax.'s as fix.'d in their s.'parate charters. 
In 1851, however, they were subjected to the general property 
tax system. In 1873 c.ame the break. A tax was now imposed 
at the rate of one-half of one per cent on a valuation equal to 
their cost, equipment and appendages, and the a-ssessment was 
put into the hands of a state official known as the state com¬ 
missioner of railroad taxation. Three years later, as the result 
of a constitutional amendment of 1875 the cost tax was aban- 
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doncd and a tax at the same rate wjis imposed on the “true 
value” of the road and equipment, which was now to be esti¬ 
mated by a board of railway commission(Ts. In 1884 a new and 
more elaborate; system was adopted. A state board of assessors 
was created to value all railway property used for railway pur¬ 
poses, the non-o])erative real (estate; beinK still eussessed locally 
like other ordinary realty. Tie; property was divideed into four 
parts, viz.: (1) the; so-called main stem, consisting of the road- 
beed, not exceeding one liundred feet in width, and the railroad 
stations; (2) the re'st of the' real estate; used for operation, ordi¬ 
narily de'seribed us the seeond-ela.ss property; (8) the tangible 
pe-rsonalty of the railway; and (4) the fniiiehise. It was 
this liist cate'gory which, as we shall see later, was the impor¬ 
tant innovation, and wliieh eonstitided th(‘ real departure; from 
the sy.ste'm of properly taxation. Oei tlie; entire valuation, as 
fixed by the; board, a tax of one-half of one; iier ceait was imposed 
for state purieoses. In additiein to this tiix, the so-cidled second- 
class property was to be taxed jil. the genenil local rate; (not to 
e'xceed one per cent), jind tlie revenue from this additional tax 
was to go to the; loeeililies. 'I’liis remained the; syste'in until 1897 
when the sljile relineluisheeI to tlie; loexilitie's the eaitire tax on 
seconel-class preepeTty, re'seTving te; itsetf endy the teix on the 
main stem, the pe'rsonal preiperty anel the franchise. In 
190(), howe'Ver, the' tiex rate' on the-se' thres' eeitegories weis con- 
side’rably ine'rexi.seel, railreaiel statiems whiedi had hitherto beem 
include'd in the; meiin stean we're' now placeel in the second clas.s 
property subje-ct tee leieed teixatieen, anel the pres(;nt system was 
put into fore'e. 

Leaving the states e)l the- .\ll;mtie; se'aboard we come next to 
Ohio. Ohio retaine'el tlie eilel sy.stem as the (;xelusive method 
until 18%. In that year, however, Ohiei aeleh’el aso-ealle'd exci.se 
to of V 2 uf l^'e; on greiss re'ecipts feir state purposes, which was 
inerrase'd in 1902 to 1' ,. 1 he eie/ valorem system, howevt'r, was 
also continued. I he' same' eheuble' syste'in has been [X'rpetuated 
by the law of 1910, still in feiree', which ineereasc'd the tax on 
gross earnings (now limite'd strie'tly tee intra-state carning.s) and 
which at the same time confide'el the asse'ssment of railway prop¬ 
erty to a state; Ixiard. 

Of the states further west the break with the old methods 
had come earlier. In Michigan a tax on gross receipts was 
first imposed in 187*1 eit the r.ate of 4”J, or 2%, according as rev 
ceipts were over $4,000 or not, although a few of the most im- 
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portant railroads in the slate were subject to s|H“cial taxation 
as fixed in the original charter provisions. In 18((1 the gi'iieral 
tax on gross receipts was grailed according to the following scale: 
for the first S2,tHX) gross reeei|)ts per mil(“ the niti' was 2%; 
from *2,IKK) to 84,IKK), 2j 2 ' ;.; from .«-t,tKX) to $0,000, O'je; from 
$6,000 to $8,000 ;),l 2 "('.; over $8,(KK), 4':'[. In 1807 the scale 
was increased, the stages remaining the same, but the rates 
being respectively 2!2'/,'„ O'i' o. t' c :>'‘d ,5' ;., with the further 
addition that the gross income of all utiion railroad station and 
depot companies w hose earnings were o\'er $20,tKK) a mile should 
pay 10% on the excess gross incomes over that amount. In 
1809, however, for reasons to !«“ discns.sed later, the gro.ss re¬ 
ceipts tax was abolished and the (id I'nlorcm Systran reintro¬ 
duced. This law was declared \mconslitntional, whereupon 
the constitution was amended in 19(K); and in 1001 the ad va¬ 
lorem system was reinstituted by a law still in force, the valua¬ 
tion to be entrusted to a state tax commission. 

What, hap[)enerl in Michig.an took place also in Wisconsin. 
Wisconsin’s experiment with the taxation of gross receipts 
began considerably earlii'r—namely, as f.ar back as 18i)4, when 
a tax at the rate of 1' j was imposed, .\fler ,-ome trouble with 
this, the tax w.as changed to a license fee on gross earnings, 
at the same rate, .and in 1862 the rali> was increascal to 3%. 
In- 1871 a sp<a-ial rate of 0 % was imposed on railways in¬ 
debted to municii)alilics, etc. In 1874, the general rate was 
increased to 4%, and in 1876 a graduated sc;de was intro¬ 
duced. The so-called license fees were now fixed as follows; 
for receipts of less than .$1,-'>IK) prT mile the tax was $5 per 
mile; from $1,.')IK) to $3,IKK), .$.') per mile plus 2<;i on earnings in 
excess of •Sb.'itM); for receipts of $3,(KK) and over, 4';,V But all 
railroirds upon pile (tr pontoon bridges wer<‘ taxed uniformly at 
the rate of 2';,'. In 1807 the scab' was revised as follows; for re¬ 
ceipts of less than S^.IIK) per mile, the tax rernainwl at $5 per 
mite; from -SI,.™ to |2,(KK), the tax w'as $,'5 imt mile plus 2'-^% on 
the excps.s earnings ovc'r $l,olK); from $2,0(K) to $2,,500, the rate 
was 3%; from $2,500 to $3,(KK), 'd}4%; alarve $3,000, 4%. The 
same provision as before goverm-d jrile and fcontoon railroads. 
In 1903, however, largely for the stiine reasons as in Michigan, 
the gross receipts system was alrandonwl and was replaced 
by the ad valorem mi-thod, under strict state assessment. 

While Michigan and Wi.sconsin have abandoned the gn^ 
receipts method, Minnesota has retained it and California, 
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after a eareful .stiaiy of the piohltmi has recently introduced it. 
[n Minni'sota the .syslein until 187.1 was that of the old general 
property tax. In tliat year it wais provided that I'ailway.s might 
(!onnnut<' for th(‘ property tax hy the paynnait ot a tax on gross 
earnings. In 1887 the gross earnings lax was made obligatory: 
for th(^ first three ye.ars of operation, the rati' was 1%, for the 
next seven years, 2''i, Ihere.'ifler, . In litlti, however, a flat 
rate of 4% was introdneed, increased in lill3 to .5%. When 
(.California adopted a similar system in UtlO, the same rate of 
4% was applied, iiiereased in lillo to and in 1921 to 7%. 
The only other W'l'stern slide to employ the gross receipts 
method was North Dakota, which iidrodueeil the sy.stem in 
18811, the rales being graded aeeording to the age of the road. 
In 1889, however, the roads were given the alti'cnative of paying 
a tax on properly or on gross earnings. Hut in 1891 the gross 
earnings law was deelared uneonsliliilional, and since then 
North Dakota taxes railroads aei'ording to the iid valorem sys¬ 
tem siipplena'ided since IDP.) by a 'N'[. income tax. 

There remain the Southern stales. North Carolina intro¬ 
duced the change in 1889, when a law was I'liacted providing 
that in ease for any reason Ihi' general property tax should not 
be imposed on a railway, it should be subject to a tax of 1% 
on its gross earnings. In ISIKI this alternative provision seems 
to havi' been dropped, but in UtOI a so-called privilege tax on 
grass earnings, wilh a graded scale, was iidriHlueed which is 
still in force as a su|)plement to the general property tax. In 
Virginia the law of 1812 imposed a lax of 1,!'2% on dividends. 
In 18.').'), as amendisl in 18,')9, this was changed to a tax of 1 mill 
per passenger mile |)lus 'of I' ,', on gross earnings from freight. 
In 1809 the tax was again elmngisl to of I',',, on tangible prop¬ 
erty and on dixiih'iuls. In 1881 the property tax conlimuKl to 
be leviisl although now as.s('ssed by a slate board, but was sup¬ 
plemented by a so-called occupation lax, levied according to 
net earnings. No machinery, howevei', was provider! to enforce 
the law which remained a dead letter until 181X) when the 
retpii.sile maehini'iy was insiiluled. The net earnings or income 
tax was at the rate of I'j,', and it was |)rovided that income 
should be ascertained by d(Hlucling the costs of operations, 
repairs and inten'st on indet)ledness from the gross receipts. 
In 1902, however, thi' income tax was changrd to a tax of 1% on 
gross rew'ipts, increiustsl in lOl.") to 1 1 8'’(',, in 1916 to 1K% 
in 1918 to 1.1/16%, which is still in force and which is levied in 
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addition to tho property tax. In also, a lax on Kraoa 

receipts was added to tlie property tax in 1895, Imt limited to 
the receipts from |)assen(ier tralfie. In 19(15, however,' it. was 
extended to receipts from all sources, at thi' rate of I' ,,. I'inally 
in Mississippi a law of IKSO proviihsl that if a railroad would 
pay a privilege' tax of fiom S2() to 870 i)er mile it should he 
exempt('(l from tlu' general property tax for state and iwunty 
purfxrses. 1 la- law of 1890 itiereaseij (he rates in this alternative 
.system to S50 .8150 ])er mile. In 1892, however, a privih'ge tax 
on railroads was imposed, not as an alternative, hut as an iwldi- 
tion, to th(' property t.ax. The law di\'ide<l railroads into four 
clas.si's, with a tax of .52 to .520 pi'r mile according to thi' class. 
This law, with some amenilments, is >till in force; hut the law 
of 1890 which ini))oscd an additional jaivilege tax of .510 per 
mile on railroads claiming cxe'inption from state supervision 
under the m.iximum and minimum provisions in (he charter 
was aholislied in li)12. 

After this hasty glimpse at sonii' of the (ypic.'d forms of d(v 
velopment, let us now study the existing chaos, (‘haas we 
say, hecau.se the remark of (he railroad lax committee of 1879 
still holds good to-day, that “there is no method of taxation 
|M).ssihle to he devised whi<'h is not at this lime .-ipplied to rail¬ 
road property in some part of this country. \ more disrxmrag- 
ing example of general confusion coiikl h.ardly he imagiinxj.” ' 

(h) Arliiiit Coiiilitidiin 

A.s stated above - lune commonwealths have ahandoned prop¬ 
erty, in the sense of the summation of the actual tangihle and 
intangilrle a,sset.s, as tlm basis of (he tax, and six others have 
ahandoiuxl property as the sole basis. Of these the majority 
now assc'ss railways on earnings. Ti\'e sta(es--(!alifornin, 
Connecticut, Maine, Marvljind and Minnesota—levy a tax on 
gro.ss earnings only. In two of these live (he tax is gnuh'd. In 
Maine the <‘xci.se lax is levied at the following r.ates: on gross re¬ 
ceipts less than .51,500 [)er mile, ' ^ of I'; from .5I,5(XJ to .51,900 
per mile. of and for <;tch iulditional S-KX) ]M'r mile or 
part thereof, bf' of If l additional until (he rate equals 5J'i%. 
In the case of railroads operatrsl solely for freight the maximum 
limit is 3b(. In Maryland the .so-ealhsl franchise tax is im¬ 
posed at the rate of 1^4% on the first 51,000 eaniings per 

‘ Taxaiian of Rfiilroads and Railroad SecurUien^ p. 1. 

^ Supra, p. 151. 
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mile; 2% on earnings from $1,000 to $2,000; and 2J4% on 
earnings above $2,000 per mile. In the three other states— 
Connceticut, California and Minnesota—the gross earnings 
taxes are levied at the fixed rate of 37 and 5 per cent respec¬ 
tively. 

Throe commonwealths—Massachusetts, New York and Penn¬ 
sylvania—include railroads in the general corporation tax. New 
York and Pennsylvatiia, however, levy an additional tax on 
intra-state gross earnings (one-half and eight-tenths of one per 
cent resiwetively); whih^ Massachusetts also levies an income 
tax of Yi of I per cent as well as a commission tax on gross 
earnings in {jropm-tion to mileage'. In Pennsylvania rail¬ 
roads are tlu^refore now subject to tlu' general corporation 
tax on capital stock as nu'asured by dividr'iids, to the tax on 
corporate loans at. the rale of four mills, and to the tax on gross 
receipts at the rat(^ of 8/10 of 1They are also subject to the 
payment of tlu- so-calk'd bonus on charters.* 

There naiiains one commonwealth—Delaware—which levies 
six separate taxes, m., on capital stock (one pi'r C('nt), net 
earnings (ten per cent), locomotives ($100 each), passenger 
cars ($2.')), freight cars ($10) and passengers (ten cents each). 
The compiuucs may, however, pay a gross sum in commutation 
of the passenger lax. 

In addition to the commonw<'al(hs which hav(‘ broken en¬ 
tirely with the attempt to tax railways on tangible and in¬ 
tangible properly, six stales which retain the proirerty tax as 
the main feature add ot her taxes not based on proirerty. Missis¬ 
sippi imposes additional privik'ge taxes at a fixi'd sum per mile, 
accorduig to tlu' reputed wealth or ('arning capacity of each 
road. There aia' fiv<' classes: iii-st, second, tliird, narrow gauge 
and levee district roads, the tax varying from .$2..')0 to $-t.5 per 
mile. Ohio levies, in addition to theirroperty tax, four per cent 
on the gross earnings from intra-state business only. Rhode 
Island levies, in addition to the tax on tangible property, a 
tax of one jM'r C('nt on tlm lunportionatc i>art of the gross earn¬ 
ings within the state, as lixed by relative mileage. Tennessee 
imixxses since ltd!) a so-<allcd inspcctimi amt supervision 
fee on all public utilities, graded from $10 to $500 according 
to gross n'ceipls in excess of $5,000 with the maximum fee? 
applicable to gnxss ix'ccipts over .$:5,000,(X)0. Texas levies a 
tax of one pi'r cent on the gross receipts from passenger earn- 
^ ' (’/. infra, p. 215. 
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ings. Virginia imposes a state franchise tax of 15/16 per cent on 
gross receipts within the state. Virginia also, like Alabama 
and a number of other states, levies a tax to defray the expenses 
of the railroad commissioner, apportioned to the railways ac¬ 
cording to gross receipts. Again, in sotne of the Southern states 
we find special licenses levied on railroads, as in hlorida where a 
license tax of $10 per mile is iniposwi, the proccs'ds Ix'ing dividwl 
Iretwcen the state and the counties, witli additional local fiat 
licenses of from $10 to $2.50 according to population; or in 
South Carolina wlu'iea “ license fee” of thive mills is imposed on 
the “gross income” of railrotwls. In Mississippi, Missouri, 
North Carolina and North Dakota railroads are subjc'ct not 
only to the property tax but .also to the recently levied general 
corporate income tax .and in Montana to th(‘ 1“;', income tax on 
all public utilities, levied under the name of license fee. In 
Massachusetts, also, railroa<ls have Ix'en incliKhal froni year to 
year, as an exceptional measure, in the g('n(‘ral inconu* tax on 
corporations.' In North ('arolina when' railrojuls wen; formerly 
subject to an additional graih'd tax on gro.ss earnings, this was 
later changed to a mileage lax and again in 1021 to a franchise 
tax of l/lllof l/'( ofthe value as iiseertained by the State Tax 
Commission. This is in addition to the corporate income 
tax. Finally vvi' find in a few commonwealths, like Delaware, 
Illinois, .Maiyland, New J('r.sey, North Carolina and Pennsyl¬ 
vania s|K'cial taxes levied on sp('eial railways. 

In consid('ring the newer tiu'thods of railway taxation we 
should in reality add many stales which, although included 
under the heail of the nrf valorem system, yet attempt to assess 
the value of the franchise. The term ad valorem system is in 
fact deplorably inexact. .-Vs commonly understood it means 
a .system of ascertaining the value of the railway as a piece 
of proix-rty, so that it m.iy Im' put on a par with other property. 
A valuation rcaclu'd by adding together the n^al and the per¬ 
sonal property of the railway is without doubt an ad valorem 
methoil. A valuation reached by taking into account also 
the value of the slock and Isinds would likewise generally be 
considered an ad valorem nieth(Kl. Yet a tax like that until 
recently in Connecticut where only the value of the stocks and 
bonds was admitted was called a specific and not an ad valorem 
tax. So again the tax on receipts Is tenned a specific tax; yet 
when an attempt is made to ascertain the value of the franchise 
‘ ‘ ('/. for Uitwc income taxes, infra, p. 211. 
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and to ('Htiinate it on the basis of gross receipts, it is sometimes 
included in the ad valorem system simply because the franchise 
is trcat(id as proiH>rty. The whole subject of franchise taxation 
will be discussed later; but it may be? affirmed here that when the 
value of the franchise is is'aehed by considering only or chiefly 
the earnings, as is tlu' i^ase in New Jersey, Michigan, Wisconsin 
and several other stales, w(^ ar(^ really departing from the ad 
valorem tax considered as a tax on property. For a tax upon 
properly, as based upon or measured by earnings, is really a 
tax on, or according to, earnings. For inslanee, in New Jersey 
the assessors at one lime endeavoo'd to estimate th(! franchise 
by taking sometimes an arbitrary proportion (sixty per cent) 
of the surplus of the value of the caijilal stock and total in- 
del>t<‘dn(‘ss over the value of the tangible property, sometimes 
a percentage (twenty per cent) of the gross earnings. 

In Michigan, as we shall see later, after the tangible property 
had been as.sessi'd, the so-called ('ooley-Adams method sought 
to reach the value of the framJiise by a laborious comi)utation 
designed to ascertain the actual net earnings, which were then 
capitalized at various rales for the dilh'rent railways. It is 
evident that a lax on franchise’ reaclu'd by capitalizing earnings 
is mething but a lax on earnings. We ai'c not here discussing 
which syste'in is preferable. We desiri’ sim|)ly to point out that 
a tax on the property value of the franchise, mea,sured by earn¬ 
ings, is really an. indire'ct tax on earnings; and that a so-called 
ad rajorem lax based on earnings is therefon! scarcely distin- 
guishabhe in theory from a specific lax on earnings. This is 
more or less true of tin' stales which like Michigan, North Da¬ 
kota, Wisconsin and \ ermoiit have replaced the tax on earnings 
by an ad valorem tax a.s.ses.sed on the irroperty iis a unit by a 
state board. 

An imirortant point in the treatmeirt of railroads is the extent 
to which these new methods of slate' taxation have superseded 
local tiixation. In no ease is tlu' special railroad tax declared 
to be in lii'U of tdl other taxation, state or local; although it was 
and is viitually, though not technically, true in Connecticut. 
For under the fonner law if the real estate not useil for railroad 
purposes was taxable locally, the valuation on which the state 
tax was based was reduced by the amount of local taxes; and 
under the new law of I'Jlo, while the localities have the right to 
tax the rtml estate not used exclusively in the business, the local 
taxes may be dediictrxl from the state tax on grossTeceipts. In 
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four cases—Maine, Maryland, Massachusetts and New York— 
the local bodies may tax railroad property, but with some restric¬ 
tions. In Maine, only the buildinn-s of the railroad and the lands 
and fixtures outside the located riuht f)f way are taxable locally. 
Each city or town, however, in which any stock of the railroad is 
held is entitled to an amount (iqual to on(^ per c(mt of the value of 
such stock as determined by the state board. In Massiichusetts, 
the railroads are taxable locally only on their real estate (except a 
belt of land acljoininfc the roadbed with the structuios con¬ 
nected with it) and inaeliinery. Hut as llu' value of this prop¬ 
erty is deducted from the totid valuation for the commonwealth 
tax, Massachusetts belongs, strictly speaking, in the preewling 
cafoKory. In Mississipt)i, only cities and towns have the 
privilege of taxinjt railroad projaa-ty in general, but all local 
divisions may tax that part whidi is not u.sed for railroa<l pur¬ 
poses. In New York, under the general corporation tax law, 
the real eslat(> of railroads is taxable for state i>urpo,se.s; imd 
both realty and i)ersonalt.y (ex(!ept intangible personalty) are 
taxable for local pur[)oses acamiding to tin* primitive methods 
of the locally assessed pn^xa ty tax. Railways are also subject 
to the special franchise lax,‘ which, although ass(‘ssed by a 
state board, accrues to the locality. Finally, in (’alifornia, 
Minnesota, Pennsylvania ajui Veamont—the railroads arc sub¬ 
ject to a local tax only on that part of their i)roperty not used 
for railroad purposes. In (California tin' opi'iative property 
which is not subject, to local t.axation is expressly d(!fin<*d in the 
law of 1910. In Pennsylvania, all |)roperty necessary to the 
successful operation of the railroad including stations, water 
tanks, etc., but not city offices, has been held to lx* a part of 
the franchise, and therefore not locally taxable. Hut in Pitta- 
burgh all real estate, and in Philadelphia all real estate ex¬ 
cept the superstructure of the roinis and the water stations, 
is locally taxable. Attention has also been called above to the 
New Jersey system whereby all opt-rativc real estate except the 
main stem, and all non-operative realty pay the full local 
rate. 

Summing up the American system of rtiilroad taxation we 
see that there are five principal methotls: 

1. The primitive system of the general property tax, with 
local assessment. Although this has well-nigh disappeared for 
state taxation in general, at least as the exclusive system, it is 
^ Infra, p. 225. 
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Htill found for puriJoses of local taxation in many states, in¬ 
cluding New York. 

2. The ad vnlwem system, including at least a valuation of the 
tangible property, but involving asse.ssment by a state board. 
This is the system in a iiiiijority of the states. 

3. The ad valorem system, including a valuation of the fran¬ 
chise based in whole or in part on one of the two following 
methorls. This is bwsnning t he rule in a large number of states. 

4. The system of s|)ecifi<^ valuation through the stock-and- 
bond metluMl or some modifii'ation of the same. This is found 
in only a few states. 

5. Till' taxation of earnings -eitlu-r gross (>arnings or net 
earnings or income. This is found in about a third of the states. 

This survey will suffice for a iricture of the existing chaos. 
The theory and (Tiliiasm must Ix’ left to a subsisiuent section. 

4, Ollur I'lddic-Service Corjmralionx 

Next in order after tlx^ railroails to break away from the gen¬ 
eral pro|M'rty tax were the corporations which it has become the 
custom in reiX'iit years to call the' public utilities or the public- 
service corporations. Sometimes the term transportation and 
transmission companies is api)lied to tlunii. In the broadest 
sense this term is (h'h'iisible, as including all corporations en¬ 
gaged in tlu' transportation of passenge-rs and fi'eight and in the 
transmission of light, heat, jwwer, sound, or intelligence. In 
some states, however, transportation and transmission com¬ 
panies are considen'd only a i)art of the broiuler category of 
public-service corporations. For instaiux' in New York the 
“additional franchise tax” on trans[K)rtation and transnus.sion 
companies applies only to “railroail, canal, steaml)oat, ferry, 
express, navigation, pipe line, transfer, baggage express, tele¬ 
graph, bdephone, jialace (air or shs'iiing car” and “other trans¬ 
portation” companies; while a sei)arate tax is imposed on the 
other public-.service corporations which are specifically desig¬ 
nated as “elevated railroads, surface lailroads not operated by 
steam, corporations for sui)i)lying water or gas, or for electric 
or steam healing, lighting or powix inirposes.” The latest def¬ 
inition of publie-serviw corporations is contained in the Rhode 
Island law of It) 12, which taxi's “ express, steamboat or ferryboat 
companies; steam and electric railroads; street railways; dining, 
sleeping, chair or parlor car companies; telegraph, cable and 
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telephone companies; companies for selling gas, water or elec¬ 
tricity for light, heat or power purposes.” A slightly different 
definition is that of the Nebraska law, which includes utnong 
the public-utility corporations ‘‘street railway ctrrporations, 
street railways, water works, electric light, and gas works, 
natural gas, mining and all other like corporations.” Another 
definition of ])ublie-utility («m|)anies, apart from transporta¬ 
tion companies is affordi'd by th(! Wisconsin law' of 1911. 
They are defined as eompani('s for: (a) generating and furnishing 
gas for lighting or ftu'l or both; (b) .sui)i)lying water for domes¬ 
tic or public use or for power or manufaeturing purposes; 
(c) generating, transforming, transmitting or furnishing electric 
current for light, heat or [lower; Id) generating or furnishing 
steam or supplying hot water for heat, [lower or manufacturing 
purposes; (e) inpiroving the navigation of [iiiblic streams or 
other public waters; (f) conser\ ing and regulating the height 
and flow of water in [lublie ri'servoirs. 

South Carolina also has a definition of public-service cor[iora- 
tions which includes in addition to some of those mentioned 
above ‘‘navigation com|ianies.” In some of the other states, 
with less inclusive lists, other public-service cor[iorations are 
occasiomdly mentioned, like oil [ii|ie lines, bridge companies, toll 
road comiianies, messenger c<im[ianies, press despatch com¬ 
panies, .sewer com[ianies, elevator conpinnies, signal companies, 
dockage or cranage companies, heating and cooling companies, 
freight line and e([uipm('nt com[ianies, and terminal companies. 
All these corporations are di'crned to differ from ordinary busi¬ 
ness corporations in the [lossi'ssion of some special privilege in 
the u.se of the land, or in the right of constructing pipes beneath 
the land or laying wires above the land. 

In many of the states these corporations are still taxed ac¬ 
cording to the ineffective methods of the general pro[x?rty tax 
with local assessment. In several slates they are now taxed ac¬ 
cording to the nd valorem system by a state board and not infren 
qucntly according to the so-called unit rule.* In not a few states, 
howev(>r, specific taxes are imposed on such conqianies. In a 
few states, like Montana, South ('arolina, Tennessee and West 
Virginia, all the.se public-service corporations are subject 
to a s[iecial tax of the same kind and amount. In other states, 
like Oalifomia, the methotl is the same but the rat(» differ. 
In most of the states, however, both rates and methods vary. 

' C}. supra, p. 150. 
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On the whole, nior(> proKt'oss has been made here than in the 
case of the railroads which were the first of the; public-service 
cori)oratioiis fo bn^ak away from the old systcjii. We shall 
mention them in the ord(‘r in which they have boKun to assume 
importani'c from the fiscal point of view. 

The taxation of (c/ci/rup/t ce/a/wo/iV.s- has underjrone an evolu¬ 
tion similar to lhal of railroads, but in some resp(>cts more com- 
plicafed. Iji a lai’ne number of commonwealths telegraph prop¬ 
erty is still included by the local assessors in the general tax list, 
and pays the regular rale ol 1 he property tax. In a smaller num- 
ter of slates, like Indiana, Illinois, Iowa, Kansas, Kentucky, 
New Hampshire and rennessei', the ud rdlorem system, ad- 
ministen'd by a slate board, is employed, fnxiueutly accord¬ 
ing to the unit rule. In a few casis again, like Nebraska, 
where the value of the franchise is .si'paralely assessed, the 
calculation is made on the basis of gross r('ceipt,s, so that the 
system ought re.ally to Is* likened to that now to be mentioned. 
About one-half of the stales, however, h.ave broken away from 
the ml mldirm or properly .system and have suhstituted one 
based on gross receipts or on mileage. 

The gross receipts system is fo\uid in .seventeen states, in two 
of whi(4i tlu* ta.x is gradf'd. 1 la* rat<‘ of tiu' gross rt'ceipts 
tax is ,‘5 mills in South ('arolina, 5 mills in N|.w York, 8 mills in 
Pennsylvania, oiu' per cent in Delaware and New Mexico, 2 
per cent in Ohio and lihode Island; 2 1,8 per cent in Virginia; 
23-{> per cent in M.aryland; 2:hi i)er cent in 'IVxas; li per cent in’ 
Connecticut, Louisiana and Michigan; 4 piw cent in Oklahoma; 
4},i per cent in Yennont; 5 |)er :'ent in New Jeiscy and 514 per 
cent in California. In Louisiana the tax appli(>s only to foreign 
companies, domestic companies, if any, being taxable on their 
proixaty. In Minim tlu' rates are graded from 1,'| to (i (ler cent. 
The Maine tax is in lieu of all taxes on property except the local 
tax on real I'stale. Monxiver, in Maine it Ls provided that the 
.state should apportion to the respective localilii's a sum eciuiv- 
alent to one |)er cent on the value of the corporate stock held 
by residi nt owuei's. In the ahovi' list, six states—Louisiana, 
Ohio, New .lei'sey. New York, South Carolina and Virginia—’ 
add to the gioss receijits tux a tax on projierty; Maryland 
wlds to the gross receipts tax a tax on shares; and two—New 
York and Pennsylvania—add the general corporation taxes 
on capital stock or on stock and txmds. In Vermont the tax 
on receipts is alternative—at the option of the corporation— 
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with the tax on tniloago, to be mentioned in the next para¬ 
graph. 

As contrasted with the states that levy a gross r('eeii)ts tax, 
nine states impo.se a tax proportioned to luile.ige. In five of 
these the tax is a fixc'd amount: in Florida 05 cents per mile; in 
Vermont 05 cents per mile of poles and one line of wir(>, and 56 
cents per mile of each additional wire; in North Carolina $5 per 
pole mile together with Hat local licenses graded from $10 to 
$60 according to population; in Virginia $2 piT mile of iioles and 
conduits ancl in West Virginia (for foreign com))anies) $1 per 
mile. In the other four states the tax is graded: in Alabaiiia the 
tax is $1 iier mile if the lini> is not ovi'r 150 miles, and $500 plus 
$1 per mile if ovi'r 150 miles. In Di'laware the tax is 00 cents 
per mile for the longest wire, 50 cents for the next longest, and 
20 cents for any other. In .Mississippi th(‘ tax is 55 cents per 
mile together with a iiroperty tax. In 'ri'iinessee the tax is 
graded from $20 to $1700 with an additional $10 for each 
100 miles over 0,000. 

Of these nine states four—Alabama, North Carolina, Tennes¬ 
see and West Virginia- also levy a tax on property; Delaware, 
as stated above, also levic's a tax on gross receipts; Tennessee 
levies in addition the in.s])ection and supervision feea|)plicable to 
all public utiliti('s; while \’irginia imposes all thix-e taxes—a 
property tax, a gross recei|)(s tax and a mileage! lax. Vermont, 
as stat('d above, has an alternative system—a tax on gross 
receipts or on mileage. 

In addition to the gross reci'ipts and the mileage systems we 
find in a few cases otlu'r methods. In a few of the Southern 
states we find a Hat license, as in F^lorida wlanx* it is fixed at 
$500. In Massachusetts telegraph com|)anies are included in 
the general corporation tax and in Mississippi, Missouri, Mon¬ 
tana, North Carolina and North Dakota they are subject to an 
income tax in addition to the property tax. 

In a very few cases only has any stat<‘ abandoned the gross 
receipts tax. In .Minnesota a mileage tax was first imposed 
in 1867, but was replaced in 1887 by a gross rewipts tax. In 
1891, however, the ad valorem system was introducxxl. So 
Wisconsin replaced the gro.ss rewipts tax by the ad valorem 
system in 1905 and Michigan in 1909. In Ohio there was a net 
receipts tax in 1862, changed to a gross receipts tax in 1865. In 
1893 this was abandoned and the ad valorem system was intro¬ 
duced; but in 1902 this was supplemented by the excise tax on 
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gross receipts. In Oregon the gross receipts tax law of 1906 was 
repealed in 1909. In (leorgia thens was fomierly a gross receipts 
tax, iini)osed whciawer the (jiopcrty tax did not amount to two 
and one-half |)cr cent of gross receipts. 'I'his method was, how¬ 
ever, declared umsaistitutional in 1906. On the othc-r hand, 
Alabama, which formerly imposcsl a gross receipts tax, sub¬ 
stituted, as we know, a mileage tax. The general tendency on 
the whole, however, has been toward the gross receipts tax. 

Tekphone comimnm have naturally been subjected to special 
taxation only much more recently. With th(‘ passage of time 
the tendency has been for I In- rate of the t.ax to increase. For 
instance, in Wis(!on.sin the gross receipts tax was one jxt cent in 
1883, F>er cent in 188.'), 2j j per cent in 1891, to 3 per 
cent in 1897, 2) .2 to 1 per cent in 190.') and 21^ to 5 per cent in 
1911. In Minnesol a, a 2 ihu- eisit gro.ss receipts tax was imposed 
in 1887; in 1891 this was abandoned for an ad valnrcm tax; but 
in 1897 the gross receipts tax was restored at a higher rate— 
3 per cent. In Ohio telephone comi)anies were, like telegraph 
comj)anies, subjected to a net receipis tax in 1862 which under¬ 
went the saiiK' changes as those meni ioned in the last paragraph, 
except that IIk' supplemental gro.ss receipts tax which was im- 
pased at the rate of I' ;', in 1902 w.as increased to 1.2% in 1910. 

At present, the tax on telephone comi)anies is the same as 
that on teh'graph eomi)anies in a few states; but in many com- 
monw(“alths either the rale or IId' method is different. The 
groas roceipts tax is found in twenty-one states. The rate of the 
tax is as follows: 3 mills in South Carolina; .I mills in Louisiana, 
New York and Oklahoma; 8 mills in Pennsylvania; 1% in 
Arizona and Delaware: 1.2'/;, in Ohio; V/ 2 % in Texas; 2% in 
Maryland aiid Hhode Island; .S';,' in North ('arolina and Ver¬ 
mont; 4%i in ('oimeeticut; .5'’;, in Minnesota and New Jersey; 
and in California, In IlmH' .states the tax is graded: in 
Maine the grades and rates are the same as in the case of tele¬ 
graph companies, explained above. In Virginia the rate is 
1 1/10% when (a) gro,ss r('cei()ts do not exceed $50,000 a year, 
and (b) when the pole-mileage is not above 600; othenvise (c) the 
rate is 1 1/16*,;, on gross ns'eipls to .$50,000 and 2 1/16*% on 
receipts in excess of that sum. In Wisconsin the so-called 
license fee is 23 . 2 % if gross earnings are under $100,000, 3% 
between $100,0(X) and $300,IMM), 4*:;, between $.300,000 and 
1500,000 and 5% if over that sum; and it is provided that 
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15% of the revenue should accrue to the localities. In North 
Carolina the rate of tax is i-educed if a certain proportion 
of the assets of the corporation is invested in state or local 
bonds of North Carolina: if the i)roportion is one-<|uartei^ 
the rate is reduced to 13 ^ 2 %; >f one-half, the rate is 1%; and if 
three-quartci'S of the total assets are so invested, the rate is 
only 3^ of 1%. Tennessee includes telephone ('(anpanies 
in the inspection and supervision fee, levied accordinK to gross 
receipts, on all iniblic utilities. On the other hand, Michigan 
and Oregon abandoned the gro.ss receipts tax in 1909 and re- 
placal it with the nd v<dorem system. 

Of the above states, four—New Jersey, Ohio, South (Carolina 
and Tennessce—add to the receipts tax a tax on property; 
and Virginia adds a tax on property and a tax on mileage. 
Two state.s—N('w York and P('nnsylvania— add the general 
corporation taxes on capital stock or on stock and Imnds; while 
Vermont iierrnits iis an altcrtialivc the tax on mileage. 

As contrasted with these twenty-one state.s, six common¬ 
wealths impose a tax on inileuge, several of them combining 
with the mileage tax otlier taxes. Alal)ama levies a privilege 
tax of 25 cents a mile if the length of the wires is less than 
50 miles; but otherwise imposes a lax of .¥1,00(1 plus .f2 a mile 
and in < ach case also levies the iiroperty tax and local licenses 
from 15-25. Delaware lcvi('s a tax of (it) cents ix-r mile of wire, 
for the longest wire, 50 cents per mile for that next in length, and 
20 cents per mile for all others; together with a tax of 25 cents 
per transmitter. Mississippi levies a flat lax of from $2.50 to 
$250 on each telephone exchange, graded according to the num¬ 
ber of subscribers and to the number of miles of laJes. Virginia 
imposes a tax of $2 per mile, in addition to the proiierty tax and 
to the receipts tax. Vermont levies a mileage tax like that on 
telegraph companies, and permits in lieu of this the gross receipts 
tax mentioned above. West Virginia levies a tax of $1 per mile 
in addition to the i)roperty tax. 

In a few states wc find taxes apportioned to the instruments 
used. Thus Montana impo.ses a tax of 75 writs per transmitter, 
while Florida and Tennessee grade the tax. In Florida the 
tax is 10 cents ix:r transmitter up to 1,(XX) tran.smitters, 8 cents 
up to 2,000, 6 wnts up to 3,000. In Tcnnes.see the tax is from 
20 to 50 cents per transmitter, graded according to the popula¬ 
tion, in addition to the property tax. Moreover, as intimated 
above, Delaware also employs this method in part. Finally, 
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telephone companies are sul)ject in Mississippi, Missouri, 
Montana, North Carolina and North Dakota to an income tax. 

In th(‘ case of expreax companies the states have as a rule 
departed from the profMMty tax system to an even greater ex¬ 
tent than in th(' i>reeeiling eases. Only a few states have n;- 
vcrted to tin* oil ralorem .system, and tliei'e lre(|uentl,y because 
of a constitutional defect in the particular method employed. 
For instance, Iowa sl,'irt<'d in IStW with a fax on the personal 
pix)pert,v of express companies which was declared to be equal 
to 40% of ttu'ir gross receipts. In bS7() Iowa rev<'rt<'d to the 
general property lax, but, in ISitti again imt)osed a gross re¬ 
ceipts tax at the rate of I',’,'. "’hii'h was increa.sed in 1808 to 2%. 
In loot), however, this lax was overturned by the Supreme 
Court, and Iowa now iidopled the ml miorrin system with the 
unit nde. In (leorgia also the alternaliv<‘ gro.ss receipts tax, 
first levied in 1001, was abandoned in 1008 owing to a court 
decision. In Michigan the gross receipts lax was replaced by 
the ad valorrm syslejn in litOI and in Wisconsin this occurred 
in 1800. Ohio levied a net o'ceipis lax in 1802, and changed in 
180.') to a gross )-eceipls tax. Hut in 1808 llu' ad caiomn .sy.stem 
was established, coupicil, however, with a gross i'ecei|)ts t.ax at 
2%, changed in 1002 to I'and again lais)')! to 2%, in 1010. 

Many more stales, however, have on the contrary during 
recent years abandoneil the older methods for the gross re¬ 
ceipts tax. No less than thirty slat)'s now tax express (a)m- 
panies acconling to gro.ss receipts. 'I'lie rate is iis follows: 
3 mills in South Carolina: a mills in New York; 1 to b% in 
Ponn.sylvani;i; 1'’,' in ('alil'orni.a .and bouisiana; 1’4% in Mis¬ 
souri; in Virginia and West Virginia; 2%, in Connecti¬ 
cut, Florida, Nebraska, New .lersey and Ohio; 2,',4%i in Mary¬ 
land, Missouri, .Montana, New .lei-sey and Tex.as; 3% in Idaho, 
Oregon and Rhode I.sland; 1'. ,' in Kansas, Maine and Oklahoma; 
5% in New Mexico, Washington and Wyoming; (1% in Arizona 
and Delaware; and 8' [. in Miniu'sota. Where the high rates are 
levied, the gro.ss receipts tax is soimdimes u) lieu of all taxes on 
property, as in Connecticut and .Minnesota. In Kansas, Rhode 
Island and Washington, howevei', the corporations are taxable 
also on their tangible property. In California they are taxable 
only on their loeal reid estate. In most of the other states they 
are subject also to the pioperty tax, either for local purposes, 
or for both local and slate purposes, as in Missouri, Ohio, 
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South Carolina and West Virginia; or on the property excluding 
the franchise, the franchise being deemetl to 1 m' taxed through 
the receipts tax. In New York and Pennsylvania express 
companies arc also subjc'ct to the general eoriioration taxes. 
In Wyoming the tax is divided in ecpial proi)orfion:5 between 
the state and the several eoimties in which the company op¬ 
erates. In l,ouisiana the tax .sewns to apply only to d'am'stic 
companies.' 

As compared with the states employing the gro.ss receipts 
tax only six states utilize tlu' mih'age tax for express companies. 
Alabama levic's a tax of .$1 p('r mile where the express lines do 
not exceed 5(M) miles, but tla'r('U|)on imposes a Hat. tax arrangwl 
in classes, the maximum tax of §.alK)0 lieiiig paid when the 
mileagi' is over 4,()()() miles. Mississippi levies a tax of S.'iOO 
plus $6 a mile in the ea.s(' of lirsi class railroad track, or a 
mile in the case of s('cond or third class railroad track ■ over 
which the business is ojaTated. North Carolina im])oses a 
license tax ranging from .*”) to .S7 a mih' according a.s the net 
earnings an* less than h' ,'. or more than 8' {. 4 owns may impose 
a further Hat li(a'ns<' tax graded from S') to S7') according to 
poi)ulation. 'r('nnessee imposes a t.'ix of .§1,000 on all companies 
with lines less tlnm 100 miles long, but. S2,.')(K) where the length 
is over 100 nriles. In I'ennesset* liny air* also liable to tin* inspec¬ 
tion and supervision fi'c on gross receiijts. West \ irginia im¬ 
poses a tax of .?1..50 per mile in addition to the property tax. 
Vermont, which frojii 1880 to 1001 imposed a gross earnings tax, 
levied in that year a tux at the Hat. rate of §8 per mih*, in lieu 
of all taxes on property. This arbitrary tax was due to the 
reftisal of the comiianies to furnish adetpiate details of their 
business. In 1912 the rate was increased to .§2t) per mile and in 
1915 reduced to $16 per mih*, at which it now stands. 

In addition to these receipts and mileage taxes we find 
sporadic instances of other methods. Thus Morida levies a 
flat tax of $7,500 per annum in li(*u of all state and county 
liccns(*s, but permits in addition city or town licenses, with 
rates from $0 to $200. In Massachusetts express companies are 
subject to an excise tax, like the general cx)rporation tax on 
corporate excess, except that the tax instead of beipg computed 
on the basis of capital stock alone, is cxjinputol on the basis of 

• See State m. Pacific Express Co., 121 La. l.il. Hut sec State m. Ham¬ 
mond Packing Co., 110 La. 1.80. 

> For an explanation of these terms cf. suitni, p. 178. 
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the shares, bonds, and unfunded debt, and with the further ex¬ 
ception that only so tnucli of that valuation Ls taken as the gross 
receipts within the state boar to the total gross reoeipts. In Dela¬ 
ware exprm coiniranies pay an annual license f(‘e of $250 in addi¬ 
tion to the gross receipts tax. Finally in Mississippi, Mis.souri, 
Montana, North (Jaiolina ainl North Dakota exprrvss companies 
are subject to tin? public utilities or general corporate income tax. 

In some states, as in Maryland and West Virginia, the gross 
receipts tax applies only to foreign companies, the domestic 
companww being subject to the general property tax. As a 
matter of fact, however, the express companies are foreign 
companies in most of the states. 

From the fact t hat the large express comiianies arc generally 
unineorporab'd, the (piestion has naently arisen whether they 
are liable to the eotjxiration tax. In Vermont and Pennsylvania 
joint-stock compaides are <'xpressly includiHl. In New Jersey 
the tax law applies oidy to corporations. In New York express 
companies have been de<'lared liable to the state corporation 
tax becaus(! the staltdr^ expressly applies to joint-stock com¬ 
panies; * but under the provisions of the revi.sed statutes im- 
po.sing a tax on “all monied or sto(^k corporatiotis,” which 
still governs local taxation in New York, it has been held that 
the unincorporated joint-stock express companies arc not liable 
to local ta.\ation.- 

Parlor and Kkepimj car compankc have Ireen separately 
taxed in a smaller nundier of states. In some states like Georgia 
the ad valorem unit rule system is employed, whereby the 
ordinary rate of the property tax is levi(‘d on that (rroportion of 
the entire value of all the (airs of the company which the state 
mileage over which the cars ari' run bears to the entire mileage. 
In fifteen commonwealths wv find the gross receipts tax, in 
many of them drawing room, diiung, chair and buffet cars licing 
expressly designated as included in the general category. The 
rates are as follows: d mills in South (Carolina; 5 mills in New 
York; 8 mills in Pennsylvania; V'/f, in Phode Island; 1)4% in 
Delaware and Florida; 2% in New Jersey; 2)4% in Maryland; 
%% in North (Carolina, Oklahoma and Oregon; 5% in Minnesota 
and Texas; 5,'4% in ('alifornia; 7% in Washington and 9% in 
Maine. In several of these states an additional tax on property 
is levieti, as in Rhode Island and South Carolina. In Minnesota 
‘ 117 N. V. 136. •133 N.Y. 279. 
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the tax is alternative with a property tax. In Maryland an 
additional tax is levied on the capital stock of doinestic com¬ 
panies only. In Texas an a^Klitional tax of of V/o on capital 
stock is levieci on all such coinpanies, but they are then exempt 
from all other taxes. 

As contrasted with these taxes on receipts, several states, 
principally in the South, impose so-called license fees or privilej^ 
taxes in addition to the proiwTty tax. In Alalmma the tax is 
$8,000; in Florida it is .$r),.')00 touetlier with a tax of $10 per mile, 
both of which are paid in addition to the receipts tax; 
in North Dakota the tax is at the ilat rate of SlOO; in Tennessee 
the tax is $3,000 in lieu of all other bixes exw'pt oii property. 

The mileage tax is found in Mississippi, which levies a tax of 
from $2.50 to $3.50; in \ iiginia, which levies a tax of $3,15 per 
mile together with an annual registration fee; and, as stated 
above, in Florida. Finally there may be mentioned Ohio which 
imposes a tax of 1.2‘;;, on the excess of the value of the eapiUl 
stock, as proportioiKHl to ()hio, above the value of the real estate, 
and Vcnnoiit which imposes a tax of I ' .i'7c on the proportion of 
the capital stock investiM or used in the state. In Montana, 
Missouri and North Dakota they are also liable to the corporate 
income tax; and in 'l'ennes.see to the inspection and supervision 

fee on gi'o.ss receipts. 

In addiiion to the palace anil sleeping car companies tax we 
find separate mention made of other car companicK m seventeen 
states which impose a special tax. Alabama taxes freight or 
equipment eompanies 3<7f, on gross income; Arkaiisits impos^ 
an excise or privilege tax of 5% on the gross receipts of all 
private car companies; Califoniia taxes refrigerator, oi , stock, 
fruit and other car-loaning comriames at the rate of b4 /c on 
their gross recei|)ts; ('onnecticut taxes car companies 3/o on 
gross receipts; Maiyland taxes freight lines 2^ on gross r^ 
Lipts- Minnesota imix..ses a tax of 6% or. the gross receipts 
of freight line companies, which are defined as coinpamea 
engagetl in operating box, flat, coal, ore, liaiik, stock, gondola, 
furniture, refrigerator or other cars over aiiy railroaxl Ime; 
Mississippi taxes car equipment companies 3% on gro^ re-, 
ceipts in lieu of the property tax; Montana taxes pnvate mr 
companies 5% and North Carolina 3% on gross receipts; North 
Dakota taxes freight lines and car equipment companies b/c on 
their gross receipts; Oklahoma taxes stock car, refrigerator car, 
and other private car companies, car trusts and car associations 
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at the mtc of 4% on gross rnrcipls; Oregon taxes refrigerator cars 
3%; Kluxle Island taxes ear eomi)!inies 1%; Texas taxes stock, 
refrigerator, fruit and otlas' ear eompanies 3%; Vermont 
itnposfw a tax of 23 ^^^% on (Ik^ gross earnings of ear, steamboat 
and transportation companies as an alternative to the tax 
of 1 ) 4 % on appraisal: Virginia taxes ear eompanies Ali%; and 
Washington levies a tax of 7% on tin; gross reiaapts of car com¬ 
panies in addition to a tax on their tangible property. 

The next class of pnblie-seiviee corporations which are 
sometiiiK's taxed in a s[)eeial way, is composed of dreet rail¬ 
ways. Tlnwe are sp(S’ilieally meiilioned in thirteen states. 
In T(’nness('e they are taxed on mileag(', the privilege tax being 
graded from .S3 to $11) per mile of track according to the popula¬ 
tion. In the other slat('s the tax is levied on gross receipts. 
The rates are as follows: 2 mills together with local licenses i>ot 
cxceixling 2% in Alabama: 3 mills in South Carolina: 1% in 
New York and lihode Island: 1.2% in Ohio; 4)4% (after 
1921, '.\%) in ('onnecti(ail and oi j)!;, in California. In New 
York, however, they pay in addition 3%> upon the dividends 
in excess of I',’,',; but where the property of such a corporation 
is leased to anotlaa-, tln^ gross n'ceipts t:ix is omittcxl. In 
Rliode Island street railways pay in addition to the 1% tax 
imposed in li)l2, which is deemed to be in lieu of all taxes on 
the security holders, a so-called francliLse tax imposed in 1909, 
which consists of a second tax of 1% on gro.ss receipts, as 
well (US on iK't. earnifigs over H*;,';. Moreover, street railways 
in Rhode Island are :dso liable to the generid property tax, 
and to any other taxes that are or may be impos<‘d on all per- 
8on.s or corporal ions. At present this means an additional 
tax on tangible property. In three states the gross receipts tax 
is gradwl. In Maine the rate is graded from 1 to 4%). In 
Massachu.selts th(( rale of the so-calhsl commutation tax on 
street and ek'ctric railroads vaih's from I to 3%,. This tax is 
supplement(d to tin' ginn'ral corporation tax and also to the 
so-called additional corporate franchise tax which takes for 
the state any exce.ss of dividends over 8%i on the capital stock 
in the case of corimrations that have paid an average div¬ 
idend of ()%, since their fornndion. In Texas intenirban roads 
connecting cities of ll),l)()l) inhabitants or over pay from 
to 54 0^ 1% ttro.s8 rec(4pts, according as the population is 
under or over 20,001). In Now Jersey the rate is 2% on receipts 
up to $50,000, and 5% on the excess. They are also subject to a 
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tax at the “average rate of taxation” of the .state, upon their 
entire gross receipts, in lieu of the tax formerly levied on their 
per.sonal property. In almost all the above eases the lax applies 
to interurban as well as city or town street lailways. The 
street railway tax is gc'iierally reserved for stale pur|)os(s, 
but in some eases it is handed over in part or whole to the 
localities. In New York, c. g., the tax is impo.s<'d on such 
proportion of gross reeeii)ts as the mileage on the highways bean: 
to the total mileage, and is disirilnited in the local districts in 
proportion to th(‘ value of taxable property of the siri'et railways 
ther('in. In Wisconsin the gross receipts tax on stn'ct railways 
was rei)laced by the ad valorem system Iti l‘.l|),5. 

Another class of public-service coiporations is composed 
of gas or electric light, heal or jiower comjtaiiics. We find them 
specifically meiitiom'd in fourteen stales. 'I’lu' usual tax again 
is on gross receipts. The rates are as follows: 2 mills, together 
with local lic('nses, in Alabama; ii mills in South Carolina (light 
and power comiranie.s); J j to J.^ of I' ,' in 'I’exas (gas, electric 
light, pow'er and water companies); ) .,< of l'.','. in Maryland, New 
Jersey and Oklahoma; 2.5 32 of \',\, together with tlie property 
tax, in Virginia; 1C) >>i North Dakota, Hhodc Island (gas, elec¬ 
tric and power companies) and Wc.4 Virginia; 1.2% in Ohio 
(gas, electric and natural gas comi)anie,s); l)^'/) in Connecticut; 
2)/2% in (ieorgia; and 7j.(% in California (tran.smis.sion or sale 
of gas or electricity). In Ilclaware the tax is 2 .5 of V/f, of gross 
earnings plus 4% on dividcaids over 1%, In New .lersey they 
are subject to tlic sann* additional fax on gross receipts !is that 
mentioned in the preceding paragraph as applicable to street 
railway comi)anies. In New York the tax, which a|)plics to gas, 
electric or steam heating, lighting and power companies and 
water works companies, amounts to ’ of V/o on gross earnings 
together with a tax of iT’o on dividends in excess of 4%. Such 
companii's arc then exempt fi'om the general corporation tax. In 
Pennsylvania, on the other hand, similar comt)anies are subject 
to the general coiporation tax. I inally in some of the Southern 
states gas and electric cfnnpanies are subject to privilege or 
license taxes. In Floiida this is gnuled from SIO to $250, with 
50% additional for the use of metei's. In Missi.ssippi it is graded 
from $50 to $500, and in 'rennessee from $50 to $700 according 
to population. In Alabama gas and electric light and power and 
water works companies are subject to local licenses of from $5 
to $100 per city or town according to population. 
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There still remain a few classes of public-service corporations 
in which we find an occasional example of specific taxation. 
Among them may t)e mentioinsl the following; 

Water companies aT(^ taxed .separately in Connecticut (1J^% on 
gross receipts); California (1 2/10% on the franchise valuation); 
Florida (state licen.scs of from l.'iO to .SI.50 and local licenses of 
from $25 to $.50 according to population) ; Ohio (1.2% on gross 
receipts);()klahoina of 1% on gross receipts); North Dakota 
(3% on net in(!ome); New York (V^ of 1 % on gross receipts 
together with 3% on dividends over 4%); Rhode Island (1% on 
gross receipts in addition to the proiM'ity tax); South Carolina 
(3 mills on gro.ss income in .addition to the |)roperty tax); 
Tennessee; (license' lax) anel Virginia (2,5/32 of 1% on gross re;- 
ceipts in aehlition te) eet.he'r taxe's). 

Oil pipe lines, or as they are; some'times eadlenl simply pipe 
lines, are; taxe-el se'parate'ly in (talifeernia (1.2% on franchise 
valuation); Delaware; (3 5 of 1% een greess e'arnitigs); Kentucky 
(1% on the; value e)f the oil); Marylanel (2%, on greess ree'eipts); 
New Jersey (2 tee 5'//, em greass re'e'e-ipt.s); Ne',w York 0-2 of 1% on 
gross ree;e'ipts togetlu'r with 3% e)n elivielenels ove-r t%); North 
Dakeda (3% on ne't iiie'eane); Oklahoma {‘2% em greess rece'ipts); 
Ohio (4% een greess re;ceipt.s); anel Te'xas (2%, een greess iweipts). 

Navigation companies are taxeel in Florida (3 e;e'nts [)er net ton 
of re;giste’reel tonnage'); Ineliana (3 e'e'iits per ton); Michiganfriver 
improvement comimnie's, 1%. on paiel up eapital); Minnesota (3 
cents per ton); Ne'w Yeerk of t% eeii gretss l ee'i'ipts and 3% on 
dividends over 4%); Senith Carolina (3 mills on greess itu;ome). 

Stean^oal coniimnics are eee'Ciisionally taxeel .separately, as in 
New York () .> of \% een gross re'ceipts in aehlition to the general 
corporation tax); Rheide Islanel (1% on gross receipts in aeldition 
to the property tax); anel Virginia (13/10% on gross receipts 
in adelitieen to the pre)|)e'rty tux. 

Terminal companies or union eh'pot companies are taxed 
separately in Ohio (1.2*/(, of greess receipts); Tennessee (license 
tax) and Te'xius (I'',', of greiss re'ceipts). 

Heating and cmiling comimnies are taxed in New York ()4 of 
1% of gross earnings); anel Ohio (1.2% of gre)ss earnings). 

Messenger or messenger and signal conifmnies are taxed sep¬ 
arately in New .lersey (2%. of gross receipts); and Ohio (1.2% of 
gross receipts). 

Road companies are specifically mentioned in Michigan and ■ 
taxed on gross earnings. 
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Foreign bridge companies are taxed in Indiana on etirnings, 
but the earnings are treated as personal proptirty and put into 
the regular tax list. 

ToU bridges and ferries are taxed in ('alifornia 1.2% on their 
franchise valuation, and together with canal ditches, traniroads 
and poleroads used for transporting timber or other valuable 
articles of commerce are taxed in Alabama on their gross re¬ 
ceipts at the general property tax rate. 

Cable companies are taxed in Dehiwan' 1% on their gross re- 
cciipts. 

Finally all public ulililics are taxed C]',, on their net income in 
Montana, and pa,\' a license tax on their cai)ital stock in West 
Virginia; while in New ,lers(w .all corporations using or occupy¬ 
ing the public streets or highways are subject to the t ax on gross 
receipts which is at the raU' of 2'/,, on receipts of $.50,0(X) or 
less and 5% on all amounts in (‘x<h‘ss of $.')I),(K)(); tuid in Tcmnes- 
sex! all publi(^ utilities are subject to the insjK-ction and siipervi- 
sion f(!e ranging from 1.50 to .S.5,t)()0 according to gross receipts. 

Outside of the public-servic(f corporations metitioned above 
we also find a spc'cial tax on building and Imn associations in 
Alabama (1 per mill on tlu' cajhtal stock up to $lt)0,tK)0 and 
of 1 per mill on sums abovi* that figure); Kentucky (2% on gross 
receipts of for(;ign companies); Maine, “capital diu^s” of }4 of 
1%); and \ crmont (building investment companies, 1% on 
sums loaned). 

This completes the list of the special taxes levierl on particular 
classes of corporations. We thus come to the third movement, 
away from the proi)erty tax which, as notwl above, has been 
the introduction of a tax applicable to all corporations in gen¬ 
eral. In other words, we have now to deal with 

.5. The General Corporation Tax 

Here again Pennsylvatda took the lead, for in that state the 
tax is far older than might be imagined from its recent intro¬ 
duction into other commonwealths. We have already seen 
that in 1824 PennsylvanLa imposed a tax on the net dividends 
of banks. In 1836 the tax was extended to iron companies, 
at the rate of eight per cent on all dividends exceeding six per 
cent. In this provision can be found the germ of the later laws. 
The first general corporation tax, imposed in 1840, provided 
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that “banks and all corporations whatever” which declared a 
dividend of one per cent should pay “in addition to all present 
taxes” one-half mill for (;ach dollar of the dividend or profit, 
ind an additional one-half mill for every additional one per 
sent of dividend. In 18-14, however, an act was passed which 
iketched in broad outline the path of future development. 
According to this law all domc.stic corporations which made 
sr declared a dividend or isrofit of !it least six per cent paid 
X tax on capital stock of one-half mill for each one per cent of 
iividend; but if the dividend was less than six per cent, the 
,ax was three mills on the dollar. This law continued until 
;hc act of IStlO provided that the three mills tax should be paid 
only if no dividend was deidared; but that in case of any divi¬ 
dend (not, as before, a six per cent divideiul) the tax should be 
one-half mill on the capital stock for each one per cent of divi¬ 
dend. In 1804 it was |)rovided that corporations not paying 
to the state a tax upon dividends shonkl pay three per cent on 
net earnings. The consoli<lated act of 1808 excepted from the 
general corporation tax only banks, savings institutions and 
foreign insurance companies (all of which were separately 
taxed), but imposed a tax of three percent on the net earnings 
or income of all corporations, except those liable to the ton¬ 
nage tax, i.c. the transportation companies. 

The important feature of this law, however, was that the 
capital stock tax was now made applicable to all companies 
incorporated or doing business in the state, i.c. to foreign as 
well us to ilomestic corporations. Only from 1808, therefore, 
was the Pennsylvania tax a gimeral corporation tax. The 
general law of 187-1 made no change except in r(>si)cct to trans¬ 
portation comi)anies as mention('d abova', and with the further 
exception that coal companies were to pay a franchise tax of 
three cents i)er ton transported. In 1879 the line of division 
in the tax was again drawn at dividemls of six per cent—that 
is, the principle of the law of 18.'>9 w;is abandoned and that of 
1844 reinstated. Limited partnerships, except those organized 
for manufacturing or mercantile purposes, were put on the 
same footing as corporations; and the tonnage tax on coal 
companies was limited to 1881, after which it was to cease. 
Manufacturing corfwrations mth certain exceptions were 
exempted from taxation for .state purposes, and a loan tax of 
four per cent was impo.sed, applicable also to the bonds of 
corporations. In 1885 the latter was reduced to tliree per 
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cent. In 1889 the rate of the capital sto<'k tax was fixed at one- 
half mill for each one per cent of dividend, if dividends amounted 
to six per cent, and at three mills when dividends were less 
than six per cent. Finally, in 1891 this plan 'vas abandoned 
and the amendments adopted which, as still further altered in 
1893, are now in force. 

Under the law as it now st.ands in Pennsylvania, the “tax on 
corporation stock” applies to all corporations, joint-stock 
associations and limited partnerships doing business in tin 
state or having any portion of their cai)itat invested therein, 
except banks and savings institutions, foreign insurance com¬ 
panies, b\iilding and loan associations and manufacturing com¬ 
panies to tlu^ extent of the capital stock invested in, and actually 
and exclusively employed in carrying on manufacturing within, 
the state. Corporations engaged in the brewing or distilling 
of malt or s|)irituous lirpiors, and such as enjoy and exercise 
the right of eminent domain, are not included in this exception 
Bourse com|)anies are exempt as to a certain proportion of 
their capital stock. Banks and itrsurance companies, how¬ 
ever, are, as W'e know, taxed sei)arat('ly, while building and loan 
associations pay on their matured stock a tax rapial to the 
state tax on moneys at interest, and distilling companies pay 
a separate tax on capital stock at the rate of one per cent. 
The rate of the grmeral capital stock tax is now uniform 
namely, five mills on each dollar of the actual value of the whole 
capital stock of all kinds. This vahu', asci'rtained by appraise¬ 
ment, must not be less than the averag(‘ |)ri<'c for which the, 
stock has been sold during the year, nor less thari the value 
indicated by the net earnings or by the profit in (lividends or 
by what has been carried to the surplus or sinking fund. If 
any profit has been added to the sinking fund, it is treated as 
if it had been devoted to dividends, unless it is set apart ex¬ 
pressly for the payment of debts. In th(! case of fire and 
marine insurance companies the rate is three mills on each 
dollar of capital stock. 

In addition to this tax on corjmration stock, there is a tax 
of three per cent on the net earnings of unincorporated banks 
and all corjwrations except those liable to the previous tax 
or to the tax on gross receipts. The only corporations which 
would be liable under this provision are banks and manufac¬ 
turing corporations; but the latter, with the exceptions just 
noted as liable to the tax on corporation stock, arc now ex- 
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presaly exempt from all taxation; and the former, by electing 
to pay ten mills on the par value of their capital stock, secure 
exemption from all other taxation except on their real estate. 
Thus the net earnings tax doe.s not a|)ply t(j corporations at all. 
It is levied chiefly on unincorpor.ated savings banks and on 
trust companies without capital stock. If the banks do not 
elect this ten mills tax, the market value of the stock is as.sessed 
to the stockhokhas and taxed four mills, and tlu; banks are 
further subject to local taxiition. It has already been noted 
above in the proper connect ion that transportation, trans¬ 
mission, electric light and insurance companies pay a tax on 
gross receijjts or premiums in addition to the general corpora¬ 
tion tax. 

In .addition to tin; tax on ca[)ital stock, Pennsylvania im¬ 
poses a “tax on loans,” which exa(ds four mills on the dollar 
of all interest paid on any scrip, bond or c(>rtificate of indebted¬ 
ness issued by any private corporation, and on idl public loans 
(except those of Pennsylv.inia and of the United States). The 
tax was first imposeil in IStil in the shaire of a tax on the loans 
themselves. In IStiH this was altered, so far as corporate loans 
are concerned, to a tax of on the interest paid. In 1873 
the law was modified and in 1.S74 the tax w.as abolished. In 
1879, however, it was restored in the shape of a tax on the 
corporation. But this law, like its successor of 1881, w.as de- 
cljired unconstitutional; and it was not until 188') that the 
tax was re-<'.stal)lish(‘d at the rate of three mills on the dollar, 
.changed in 1891 to four mills, at which it now stands. This 
tax must not be confused with th(“ tax on loans or mortgages 
in the hands of cor|)orations, which is a part of the general 
state tax on personal ])roperty, I'or it has been held that 
corporations and associatiims liable to the capital stock tax 
shall not be rctpiired to pay any further t.ax on mortgages, 
bonds or other securities belonging to them, and which con¬ 
stitute any part of their assets included within the appraised 
value of their capital stock. But if they hold these bonds in 
a fiduciary capacity, they are li.al)le. On the other hand, the 
tax on the loans made by corporations, i.e. on corporate obli¬ 
gations, has been upheld as a proix'r exercise of the legislative 
authority and as not in conflict with any provision of the fed¬ 
eral constitution. It is deemed to be in effect a tax on the bond¬ 
holder, not on the corporation, although the corporation is 
required to advance the tax and to deduct it from the interest. 
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The treasurers of corporations, therefore, pay the lax on all 
their bonds or obligations unless affirmative proof is offered 
that the owners residi' out of f lit! state, and then deduct the 
tax from the interest dm^. The tax is, however, not payable 
on bonds owned by non-residents. If the bonds are sold “free 
of tax,” that is, without recourse to the bondholder, the right 
of the state to collect from the coriK>ration is no wise affected. 

(Certain classes of loans have been declan-d non-taxable, 
either by special (‘nactinent or by judicial construction. These 
are as follows: 

(1) Obligations held in their own right by corporations paying 
the capital stock tax; for such obligations enter into the value 
of the capital stock which is taxed; (2) obligations held, or notes 
discounted or negotiated, by trust companies, national, state 
and savings banks; (2) obligations held by non-residents in their 
own right, and by prisons whoso r(‘sidenc(! is unknown; (4) 
obligations held by institutions organized for purely charitabh* 
or religious purposes; (5) obligations of their members held and 
o\vned by building and loan associations; (ti) obligiitions on 
which no interest has Ihsmi paid or earned during the tax year, 
from which the tax could have been deducted. 

This g''neral corporation tax, it is im])ortant to note, is in 
lieu of all loca^ taxation on piirsonalty. In Pennsylvania, there¬ 
fore, corporations subject to lla^ capital stock tax are, with some 
exceptions noted below, locally taxabh^ only on real estate; 
while public-service corporations, which .are subject to the 
gross earnings tax, are not taxable locally even on their real 
estate. 

The law of 188.5 exempted manufacturing corporations 
(with certain exceptions) from all taxation for state purposes; 
but it was held that only that part of the capital of a manu¬ 
facturing company which was invested in the plant actually 
necessary for the manufacture of its products could be exempted, 
and that the capital of such companies invested in mines for 
the production of coal to be useil in the ])rocess of manufac¬ 
turing, or any other capital similarly invested, was taxable. 
The laws of 1889 and 1891, however, provide for the exemption 
of those companies only which are organized exclusively for 
manufacturing purposes, and tin- law of 1898 specifically limits 
the exemption to that jiart of the stock which is exclusively 
employed in carrying on manufacturing within the state. 
If the capital is invested in property which it is merely con- 
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venient to use in connection with manufacturing operations, 
it is not exempt.* Manufacturing companies arc held to be 
limited to those that i)roduce material sub.stances. Laundry 
companies and steam heat companies, e.g. are not considered 
manufacturing companies. In tlie case, however, of the tax on 
loans, since, as we havc^ just .seen, it is lield to be not upon the 
corporation but upon tlu^ moneys of the bondholder, manufac¬ 
turing corporations an^ liable ecpially with others. 

In Now York the; general (iorporation tax came later; for not 
until 1880 was a law passed which was based on the Penn¬ 
sylvania act. This act levied a tax on the par value of the 
capital .stockas fixed by the state board, making the rate Ij-g mills 
on the dollar it the dividends were le.ss than six per cent or if there 
were no dividends at all, and ’4 mill for each 1 % of dividends if 
the dividends were li',,. or more. The law has been repeatedly 
amended in iinporlani, details, e.si)ecially by the laws of 1885, 
1889, 1890, IStltl, 1901, 1900 and 1910; but the m.ain outlines 
remained unaltered. Among the more important recent changes 
are tlai following: In 1891) only that part of the capital employed 
within the stale was declared taxable, although the practice 
had l)een to that eflVet for some time. In 1901 manufacturing 
companies, which had hitherto been exempt only when their 
capital had biaai exclusively and wholly engagc'd in manufac¬ 
turing within the state were d('clared exempt if 409o of their 
capital wius so invested. In pioi; several alterations were made. 
The rates were now further diO'erentiated according to the 
amount of business .and the charaeter of the enterprise, so that 
they were fixed at ,' 4 ', *1 or Ijg fM'r mill, respectively, as will 
be explained below. 'I'he other important change affected 
foreign corporations which inv('st their capital in the stock of 
another corporation doing husimss in the st.ate. These foreign 
companies had not been considered engaged in business in the 
state. In 1906 they were made taxable by the provision that 
the capital of a corporation invested in the stock of another 
corporation shmild be deemed to he assets located where the 
property represented by the stock is located. This of course 
also changed the revc'rse ruk' according to which a domestic 
corporation whose capital wa.s invested in the stock of a foreign 
corporation had been taxable, but was now exempt. 

The tax, known as the corporation or franchise tax or the 

■ For a dison.s.sion of these i)nints sec Eastman, The Law of Taxation in 
Penneylvania, 1009, p. 671 et seq. 
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Capital stock tax, applied to all cor|)oratio!is except the follow¬ 
ing: banks, trust companies and savings institutions; insurance, 
title guaranty and surety companies; elevaUnl railroads luul sur¬ 
face railroads not operati'd by steam; water, light, heat and 
power companies; agricultural and horticultural assoeialions; 
and manufacturing, mining and lauiuh'ring eompani('s, to the 
extent only of the capital actually employt'd in manufacturing, 
mining or laundering, providisl lliat at lea.st dO'JJ: of the capital 
was invested in the state and used by them in manufacturing, 
mining or laundering. All of these exemi)t cor))orations, how¬ 
ever, exc('pt the two last categories tagricultmal and manufac¬ 
turing) were reached by sepamte .specific taxes, as we have 
learned above. 

The tax is assessed according to the capital stock. Originally 
the rate was just one-half of tliat of tlie original Pennsylvania 
prototype. At present, however, the rate of tax is determined 
according to very complicated rules. In reality there .are m 
New York no less than six different classes, although the rather 
confmsed law does not clearly differentiate them. They are as 
follows: 

1. Corporations paying dividends of six per cent or more 
are subject to a tax of }\ of a mill for each I'/o of dividends, 
the tax ti> be computed on the par value of the capital stock. 
This it will be observed is etpiivalent to .an income tax of 2Jij%. 

2. If the corporation pays no dividends, the rate is % of a 
mill, the tax being computed on the appraused value of the is¬ 
sued capital stock emidoyed within the state.’ Ihe measure of 
the amount of capital stock employed within the st.atc is de¬ 
clared to be such a i)ortion of the issued eaiiital stock as the 
gross assets employed in any business wdthin the state bear to 
the gross as.sets wherever employed in business. For purposes 
of taxation the capital of a corporation invested in the stock of 
another corporation is deemed to be a.ssets located where the 
physical property represented by such stock is located. 

3. Corporations paying lc.ss than 6% dividends, whose lia¬ 
bilities equal or exceed their a.ssets (i.c. which arc insolvent), 
or the average selling price of whose stock lues been below par 
during the year, are subject to a tax of ?4 of a mill, computed 
on the appraised value of the stock employed within the state. 

4. Corporations paying less than 0% dividends whose assets 
exceed their liabilities by an amount equal to, or greater than, 

«Sec 198 N. Y., 246. 
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their capital stock, or the market price of whose stock equals 
or exceeds par, pay tiiills on the capital stock employed 
within the state; and it is further provided that in this case 
the value of the capital stock shall not be less than par, or less 
than the difference between the assets and the liabilities, or 
(if the stock was sold) not less than the average market price 
at which the stock was sold. Whichever of such valuations 
is the highest is to be taken as the value of the stock, on which 
the tax is computed. 

5. All other corporations, that is, corporations paying divi¬ 
dends of less than 6% and whose assets exceed their liabilities, 
but not by an amount equal to, or greater than, the capital 
stock, and whose stock has no market price, pay a tax of not less 
than mills on the value of the capital employed within the 
state, or 134 mills on the average market price of the stock. 

6. Corporations having two or more kinds of capital stock 
upon which the rates of dividends vary pay a tax on each kind 
of stock according to the respective class in which they fall, as 
explained in the preceding fivt; categories. 

Corporations subject to the capital stock tax arc exempted 
from all state taxation on their personal jnoperty; but they 
are liable to local taxation on their whole property, both real and 
personal, according to the primitive methods. 

In 1917 the entire system of franchise taxes was changed by 
making business corporations subject to a tax of 3% (increased 
in 1919 to 43^%) on their income. The only exceptions were 
holding and real estate corporations as well as the public utilities 
and the financial companies subject to special taxes. In com¬ 
pensation for the income tax business corporations were freed 
from the local tax on peraonal property or on capital stock. The 
result of this new law is that the old corporate franchise tax is 
now applicable only to public utilities. 

In Massachusetts, the general corporation tax dates from 
1864. In 1863 indeed, a law was enacted which taxed dividends 
paid by eorporations to non-resident stockholders; but this 
was pronounced unconstitutional, and was replaced by the 
law of the following year. This was an extension to corpo¬ 
rations in general of the law of 1832, which as we remember * 
was applied to manufacturing corporations only. The tax 
was levied on all corporations except banks and mining com- 


' Suvra. D. 147. 



panies. Banks were separately taxed as has been explained 
above. Domestic mining companies were also separately 
taxed by a law of 1864 at 7-12 of 1% on the value of the cap¬ 
ital stock; and in the following year foreign companies were 
taxed at the rate of 1-20 of 1% (reduced in 1883 to 1-40 of 1%). 
In 1879 corporations enpged in building railroads and tele¬ 
graphs in foreign countries were also excepted, but were then 
taxed by a special law at the rate of 1-20 of 1% on the par value 
of the capital stock, together with 4% on dividends. The gen¬ 
eral law applied only to'dome.stic companies, and this has con¬ 
tinued to be the case with a few exceptions. In 1865 foreign 
telegraph companies were included; in 1885, foreign telephone 
companies; in 1898 foreign street railways; and in 1906 foreign 
railroads. 

The act of 1864 laid down the general principle which is 
still followed to-day. The basis of the tax was the market 
value of the capital stock after deducting the value of the real 
estate and machinery, if any, which were locally taxable. 
The tax commissioner, on the basis of returns made by the 
corporations, was to estimate the fair cash value of the shares 
constituting the capital stock. This was to be regarded as the 
true value of the corporate franchise. The excess of this value 
over that of the corporate proirerty locally taxed was termed 
the corporate excess, and on this excess the tax was assessed. 
In 1864 the rate was 1.6%—the average rate of the general 
property tax at that time. In 1865 the rate was made to fluc¬ 
tuate with the average rate on property in general from year 
to year. The tax was |)aid to the state treasurer, and was by 
him distributed to the localities in accordance with the resi¬ 
dence of the shareholders, to be offset against the sunas due to 
the state from the localities for the property tax and the 
bank tax. The state, however, retained the amount of the 
tax corresponding to the value of the shares held by non¬ 
residents. 

Thus remained the system without any changes of impor¬ 
tance for over three decades, with two exceptions. In 1865 a 
law was passed providing that in the ca.se of railroads and tele¬ 
graph companies only that proportion of the capital stock shoiffd 
be taken that corresponded to the Massachusetts proportion of 
the total mileage. In 1885 the law was extendi to foreign 
telephone companies, but with the criterion of the number of 
instruments used. Toward the end of the century, however, 
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the growing importance of the street and electric railways 
brought about a demand for a heavier tax, and for an increased 
revenue to the localities. Both of these objects were accom¬ 
plished in 1898. The distribution of the corporate excess to 
the localities was changed from the basis of the re,sidence of 
the stockholder to that of the location of the line. Furthermore 
an additional franchise tax was imposed on street railways, 
amounting to the entire excess of dividends over 8%, provided 
the corporation had paid an average dividend of 6% since its 
formation. In 1906 electric roads, constructed partly on private 
property, partly on public highways, were made taxable like 
street railways, with the exception that only .so much of the 
proceeds as corresponded to the length of track on public high¬ 
ways was to be distributed to the localities, the remainder being 
distributed like the ordinary tax on corporate excess. 

A few years later there developed considerable dissatisfaction 
with the taxation of domestic business corporations, as distin¬ 
guished from the public-service and the financial corporations. 
Domestic business corporations were taxed more severely than 
their foreign competitors, that is, foreign corporations doing 
business in the state, as well as similar corporations in the 
neighboring states. As to the latter we have Icaincd that in 
New York and Pennsylvania manufacturing corporations were 
in large measure exempt; and in the other New England states 
there was no effective tax at all on such corporations. As to 
foreign corporations doing business in Massachusetts, these 
were liable only for their tangible property, taxed locally. The 
shares were indeed taxable to the shareholder if discovered; but 
this was an eventuality that almost never happened. This 
discrimination against domestic companies was removed by 
the law of 1903. Henceforth there were to be deducted from 
the value of the stock of ordinary' business corporations: (1) 
the value of the real estate and machinery, whether located 
in or out of the state; (2) all other tangible property located 
out of the state and liable to taxation, whether taxed or not; 
and (3) securities which were exempt in the hands of a citizen 
of Massachusetts (i. e., stocks of state corporations and of other 
corporations taxed in the state on their franchises, mortgages 
or bonds exempt from taxation). The minimum tax was one 
corresponding to one-tenth of one per cent of the market value 
of the stock. The maximum limit was reached by taking one 

hundred and twentv ner cent of the valuation of the real 
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estate, machinery, tangible property and securities taxable to 
residents of Massachusetts and deducting the value of all prop¬ 
erty liable to taxation. 

A second change made by another law of the same year was 
the imposition on foreign corporations of a slight excise tax, 
at the rate of 1-100 of 1% of the par value of the capital stock, 
with a deduction for taxes locally paid, and with a maximum 
limit of $2,000. 

During all these years the rate of the corporate-excess tax 
had been reached by dividing the taxes on property, exclusive 
of polls levied in that year, into the total valuation of property 
in the state for the preceding year. In 1900 the rule was 
changed for all corporations except street and electric railways, 
so that in future the rate was made the average for three years. 
In 1909 this new rule was made uniform on all corporations, 
without exception. 

During the first decade of the new century another difficulty 
presented itself. The distribution of the proceeds had led to 
much dissatisfaction on the part of places where the business 
enterprises were? located; for the revenues went not to these 
localities, but to the places where the stockholders happened to 
reside. As the rc'sult of a long agitation the law was changed 
in 1910 so that in the casc^ of ordinary businc'ss corporations, 
while the state still retained that part of the tax paid on account 
of the shares owned by non-residents, the remainder was dis¬ 
tributed to the city or town where the busuiess was carried on; 
and if the business was carried on in more than one city or town, 
the remainder was then distributed in proportion to the value 
of the tangible property of the corporation in each city or town. 
If, however, the business was not carried on in the state and if 
the corporation did not own any tangible property in the state 
other than ordinary office furniture, the tax was retained by the 
state. 

The corporate excess tax on business corporations was again 
altered in 1919, being applied now to foreign business corpora¬ 
tions as well. Some changes were made in the items deducted 
from the value of the capital stock, and the tax became a flat 
tax of $5 per thousand. Finally in addition to this corporate 
exce.ss tax all corporations were subjected to an income tax of 
two and a half per cent, with complicated provisions as to 
allocation. 

The Massachusetts system of taxing the corporate excess 
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at present may therefore may be summed up as follows. Cor¬ 
porations are divided into four classes; ordinary commercial 
and manufacturing companies; street railroads; other public- 
service corporations; and financial corporations. 

(1) Ordinary business companies may deduct from the ap¬ 
praised value of the capital stock: (a) the value of the equity, 
exclusive of any mortgage, of the real estate and machinery 
locally taxed within the state; (b) the value of the property, 
over and above any mortgage, situated in another state or 
country; (c) the value of securities, the income of which if 
owned by a natural person resident in Massachusetts would not 
be taxable; and (d) a proportionate share of the accounts and 
bills receivable. The tax is distributed to the localities in ac¬ 
cordance with the ratio of the tangible property in the town or 
towns where the business is carried on, except that the state 
retains that part of the tax paid on account of shares owned by 
non-residents. 

(2) Street railways may deduct from the value of the capital 
stock: (a) the value of the real estate and machinery taxable 
locally, and (b) the value of so much of the capital stock as is 
proportional to the line outside of the state. The proceeds 
are then distributed to the localities in accordance with relative 
trackage, the state retaining practically nothing. In the case 
of electric roads only so much as corresponds to trackage on 
public highways is so distributed. 

(3) Other public-service corporations in general, are allowed 
the same deductions as street railways, but the proceeds are dis¬ 
tributed according to the residence of the stockholders. In 
the case of domestic telephone companies, however, instead of 
deducting so much of the stock as is proportional to mileage 
outside of the state, the law prescribes a deduction of so much 
of the stock as is owned by the companies in other corpora¬ 
tions, when the tax is paid. In the case of foreign telephone 
companies, in lieu of this there is deducted so much of the 
capital stock as is proportionate to the number of telephones 
used or controlled outside of the state. 

(4) Financial corporations subject to the law include only 
trust companies and stock insurance companies. For banks, 
savings banks and mutual insurance companies are, as we know, 
taxable under different laws. Financial corporations pay the 
excise tax on all personal property held in trust. But as they are 
permitted to deduct the value of real estate and as mortgages 
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are in Massachusetts considered an interest in real estate,* 
they niay deduct all their loans on real estate and thus vir¬ 
tually escape taxation on this account. They are, however, 
further taxable on their deposits (except demand deposits) 
at a rate equal to three-quarters of the rate on the corporate 
excess. This means virtually a rate of about 1% on deposits,— 
double that on savings banks. 

The Massachusetts system is therefore a complicated, but 
effective one.^ The chief criticism to be urged—namely, the 
failure to take account of corporate bonds in estimating the 
value of the capital—is somewhat attenuated by the fact that 
in Massachusetts, to a far greater extent than anywhere else, 
railroads as well as other corporations have been created on the 
proceeds of share capital alone. The other criticism, however, 
that the tax applies only to domestic companies has been re¬ 
moved by the law of 1919. 

The corporate-excess method of taxation has recently been 
extended to California, but with improvements. In Califor¬ 
nia the law of 1910, which as we know’ was designed to bring 
about a separation of state and local revenues, divided corporar 
tions into two classes—public-serviia- and other corporations. 
All public-scrvii^e corporations (except water companies) are 
taxed on the basis of gross receipts, according to the rates 

‘ Cf. sujrra, p. 104. 

* Among the more important literature of the subject we may mention: 
James R. Garrett, “Taxation of Franchises in Massachusetts,” in Munici¬ 
pal Affairs, vol. iv., p. 50fi; F. A. Wood, “The Massachusetts Franchise 
Tax and Local Distribution,” ibid., p. 124; J. P. Procter, Additional Bur¬ 
dens upon Street Railway Companies, Iloston, 1891; Whitney and Cummings, 
Additional Burdens U'i>on Street RaUirny Companies, Boston, 1891; E. W. 
Burdett, Argument for the Massachusetts Street Railway Association, Boston, 
1893; S. J. Elder, Special Taxation for the Use of the Streets, Boston, 1897; 
F. A. North, Business Corporations in Massachusetts, Boston, 1903; H. 
Winn, The Corporation Exemptions of tOOS, Baston, 190.5; A. E. Pillsbury, 
Argumetd for the Association of Massachusetts Gas Companies, Boston, 1M3; 
J. M. Hallowcll, The Corporation Franchise Tax, Boston, 1004; G. Calkins, 
“ The Massachusetts Business Corporation Law,” in Ripley’s Trusts, Pools 
and Corporations, 1907; J. M. Hallbwell, The Taxation of Domestic Manufac¬ 
turing Corporations in Massachusetts, 1908; C. A. Andrews, “Taxation of 
Corporate Franchises in Massachusetts,” in the Yale Review, Feb., 1911, 
p. 353 et seq.t The New Massachusetts Business Corporation Excise Tax. 
Pub. by the First National Bank of Boston, 1919. Cf. the book by Fried¬ 
man and the article by Bullock mentioned supra on pp. 142 and 143. Much 
material will also be found in the numerous official reports on taxation. 

• Cf. infra, chap. xi. 
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mentioned in the preceding section, and the taxes are expressly 
declared to be taxes upon the j)roperty and the franchise. All 
other corporations, including mercantile, manufacturing and 
mining companies (except insurance companies and banks which 
are separately taxed) pay a state tax on the so-called fran¬ 
chise. This is however virtually a tax on the corporate ex¬ 
cess. For the value of the franchise is held to be the aggregate 
value of the stock and bonds less the value of the tangible 
property locally taxable. On this franchise, so determined 
a rate of 1% is imposed. 

In this new .system several points are to be noticed. In the 
first place, the definition of the franchise includes all the three 
varieties of franchi.ses, which we shall discuss later.* In the 
second place, a peculiar provision is inserted into the law, 
requiring in the case of ordinary corporations the deduction 
of the value of the good will in estimating the value of the 
franchise. Thirdly, bonds as well as stock are considered in 
ascertaining the value of the franchi.s<!. Fourthly, in the case 
of public-service corporations the tax on gross receipts is in 
lieu of all other taxes except the local tax on real estate, the 
state corporation license tax and such municipal charges as 
may be imposed for any special privilege or franchise. Fifthly, 
in the case of other corporations in general the only difference 
theoretically is that the franchise is determined and taxed by 
the state instead of by the locality, the remainder of the prop¬ 
erty still being subject to local taxation. Practically, however, 
it means that the tax is now really assessed, whereas formerly 
it was apt to be left in abeyance. It may also be mentioned 
that, evidently by some oversight, in addition to the franchise 
tax there is still left in California the old annual license tax of 
820 on all corporations. 

In New Jersey, the tax on “miscellaneous corporations” 
dates from 1884, and is described as a “license for the corporate 
franchise.” As amended in 1892, it applies to all corporations 
except railroads and canals (both of which are taxed separately), 
banks, cemeteries, religious, charitable or educational associa¬ 
tions, and manufacturing or mining companies at least fifty 
per cent of whose outstanding capital is invested in business 
in the state. If the latter have less than fifty per cent of their 
capital so invested, they pay the tax on capital stock mentioned 


‘ Cf. infra, chap, vii, sec. i. 



THE TAXATION OF CORPORATIONS 209 

below, but may deduct the assessed value of the property so 
used in manufacture or mining. Telegraph, telephone, cable, 
express, parlor car, gas, electric light, insurance, oil and pipe¬ 
line companies, as we have seen above, are taxed under this 
law in a special manner, i.e. on receipts, premiums and dividends. 
All other companies included under the head “miscellaneous 
corporations,” pay a yearly “license fee” or “franchise tax” 
of one-tenth of one per cent on the capital stock issued and 
outstanding up to three million dollars; one-twentieth of one 
per cent on the capital between three and five millions; and 
fifty dollars additional for each one million dollars capital in 
excess of five millions. This tax applies, except in the case of 
insurance companies, only to domestic corporations. But it is 
to be borne in mind that railroad companies are not included 
in this tax on miscellaneous corporations. 

In Rhode Island corporations were not separately taxed 
until 1912. The new law also makes a distinction between 
public-service and other corporations. Public-service corpora¬ 
tions are taxed on gross receipts, as explained in the previous 
section; but the system differs from that of (,'alifornia in that 
the rate is low and in that not only real estate but also the tan¬ 
gible personalty continues to be liable for taxation to the general 
property tax. The gross earnings tax therefore simply takes 
the place of the tax on intangible personalty. Other corpora¬ 
tions—he. manufacturing, mercantile and miscellaneous cor¬ 
porations, wherever incorporated—pay a tax at the low rate of 
4 mills on the dollar on the corporate excess, which is deter¬ 
mined as follows; The value of all bonds and of all other in¬ 
debtedness is added to the value of the stock. In the case of 
corporations doing a business outside of the state, only a por¬ 
tion of the value of the stock is taken: where they derive their 
profit chiefly from the sale or use of real estate or tangible 
personalty, the proportion taken is the ratio of the value of 
such property in the state to the value of all such property in 
and out of the state; if, on the other hand, the profits are de¬ 
rived chiefly from the holding or sale of intangible property, 
the criterion is the relative proportion of gross receipts in the 
state to total gross receipts. In any other case in which, as 
the law reads, “these proportions are not equitably applicable” 
the officials are to take “such proportion as is equitable.” 
From the total value of stock and debts thus ascertained is 
deducted the assessed value of the realty and tangible person- 
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alty located in the state. The remainder is pronounced to be 
the value of the corporate excess. 

To the.se six states with general corporation taxes—Pennsyl¬ 
vania, New York, Mas.sachusetts, California, New Jersey and 
Rhode Island—there might be added Maryland. In Maryland, 
the “tax on incorporated institutions” dates from 1841, when 
all domestic corporations were required to pay on the stock 
ownetl by non-residents (and after 1842 by residents), the state 
property tax. The county tax was still colleidcd from the share¬ 
holder. In 1878 the present method was introduced, and the 
office of tax commissioner created. The tax Ls levied on the 
capital stock, or, if tln'ie be none, on the property and assets of 
all corporations, except steam railroads and savings institu¬ 
tions, both of which are taxed separately. Deductions are 
made from this valuation for the real property, for the capital 
invested in taxable property, for the non-taxable securities held 
and, in the case of building associations, for mortgages on 
taxable property. The corporations pay on only so much of the 
stock as is owned by residents. They were also required to pay, 
under a law of 1847, a locally assessed tax on bonds owned by 
residents. In 1896, however, bonds were made taxable to the 
owners at a rate of 3 mills, in addition to the general state rate. 
The corporation taxes in Maryland, therefore, now have only a 
very limited scope. , 

An interesting recent development is the adoption of corporate 
income taxes, now (1921) found in ten states. Wisconsin led 
the way in 1911 by a 2%-6% tax, as a part of the general in¬ 
come tax. Connecticut followed in 1915 with a 2% tax on 
business corporations. In neither of these cases were public 
utilities included. Virginia had for a few years subsequent to 
1843 a tax on dividends. During the Civil War, again, a tax 
was imposed on the capital of .steamboat companies and “com¬ 
panies of a similar character.” In 1916, however, the old per¬ 
sonal income tax was extended to corporations (excepting public 
utilities) at the rate of 1% and in 1919 the rate was graduated 
from 1 to 2%. Alabama had for a short time after 1866 a tax 
on dividends. There was formerly also a tax on the incomes of 
corporation; but this was abolished in 1884. In 1919, however, 
a general income tax law was enacted, applicable to corpora¬ 
tions as well as individuals, but in 1920 the law was declared un¬ 
constitutional. The corporate income taxes first levied by New 
York in 1917 and Massachusetts in 1919 have been mentioned 
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above. In neither case were public utilities included; although 
Massachusetts has now for three successive years (1919-1921) 
included public utilities by a special law from year to year. All 
corporations were included in the general income tax by ^Mis¬ 
souri in 1917 at ]/2 of 1% (increased in 1919 to 1)^%) and by 
North Dakota in 1919 at 3%; and in the same year Montana 
subjected all corporations to a “ license fee ”of 1 % on net income. 
Finally in 1921, the income tax of Mississippi, levied on indi¬ 
viduals in 1912 at the rate of of 1% was declared by the 
courts applicable to all corporations; and North Carolina in 
1921, imposed a tax of 3% on the net income of all corpora¬ 
tions doing business in the state. On the other hand the 
general income tax of New Mexico of 1919 was repealed in 1920, 
and the special extase tax on public utilities of West Virginia of 
1920 was abandoned in 1921. 

In addition to these fourteen—or including Maryland fifteen 
—.states with a general corporation tax on cither capital or in¬ 
come we find many commonwealths which impose a slight tax, 
almost in the nature of fees. In a certain sense these may also 
be called general corporation taxes. They differ, however, 
from the corporation taxes hitherto discussed in three respects. 
In the first place, they arc in almost every case not substitute 
for, but supplemental to, the general property tax. Secondly, 
with one or two exceptions, the charge is fixed or graduated at 
specific sums instead of being a percentage tax. In the third 
place, the amount is so insignificant as scarcely to warrant the 
name of tax. In some cases the charge is oven known as a fee, 
although the appellations arc very varied. In ten states— 
Alabama, Arkansas, California, Colorado, Georgia, Kentucky, 
Oregon, Utah, Vermont and West Virginia—it is called a license 
or annual license tax. In ten states—Delaware, Kentucky, 
Maine, Michigan, Missouri, North Carolina, Ohio, Texa.s, 
Virginia and Washington—it is called a franchise tax. In 
Nebraska it is called an annual occupation fee. In Oklahoma 
it is called a “license tax or license fee.” In Kentucky there 
is both a license tax and a franchise tax, the former being im¬ 
posed on all corporations, the latter being payable in addition 
by public utilities. In California, as we noted above, the license 
tax is payable in addition to the new general franchise tax. In 
most of the above state the license tax is supplemental to the 
ordinary property tax; and in several of these states, as we 
learned in the last section, there are additional taxes on certain 
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classes of corporations. The character and rate of these license, 
or so-called franchise, taxes are as follows: 

In Alabama the “license tax,” imposed on all corporations, 
domestic and foreign, as a part of the general privilege tax 
system, varies from $10 if the capital is under $10,000 to $500 
if the capital is over one million dollars. In Arkansas the 
“franchise tax” is at the rate of 1-20 of 1% upon the proportion 
of the subscribed or issued and outstanding capital stock em¬ 
ployed within the state. In California the “license tax” is at 
the flat rate of $20. In Colorado the “license tax” on domestic 
corporations is 2 cents for each $1,000 if the capital is $25,000 
or over. In the case of foreign corporations the tax is imposed 
on only so much of the capital stock as is employed within the 
state. In Delaware, where as we know public-service corpora¬ 
tions as well as insurance companies and banks arc separately 
taxed, all other corporations, i. e., all manufacturing, mining, 
mercantile and miscellaneous corporations with less than 50% 
of capital invested in business carried on in the state, or whose 
capital is invested wholly without the state, are subject to an 
“annual franchise tax” on capital stock, ranging from $5, where 
the capital is under $25,000, to $50 where it is a million dollars, 
with an additional $25 for every succeeding million dollars. 
In Georgia the “annual license tax” is graded from $5 to $100. 
In Kentucky the “license tax” is 30 cents on each $1,000 of 
capital. In Maine the “annual franchise tax” is graded from 
$5 to $50 where the capital exceeds a million dollars, with $25 
additional for each succeeding million dollars. In Michigan 
it is fixed at 3)4 mills on each dollar of paid up capital and sur¬ 
plus, the minimum being $50, the maxunum $10,000. In 
Missouri the rate in 1917 was 3/40 of 1%, increased in 1919 to 
1/10 of 1% on the par value of the capital stock and surplus. In 
Nebraska the “occupation fee” varies from $5 to $200 if the 
capital exceeds two millions. 

In North Carolina and Ohio the tax is 1-10 of 1% on the 
capital. In Oklahoma the “license tax or fee,” which does not 
apply to public-service, insurance, banking or building and loan 
associations, is in the case of domestic corporations of 1 per 
mill of authorized capital stock, and in the case of foreign 
corporations one per mill of the capital stock employed in 
business done within the state. The tax, however, is in no case 
payable on that part of the capital employed in any business 
subject to the “production, mcome or gross receipts tax.” In 
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Oregon the “license tax” is graded from $10 to $200 where the 
capital is over two millions. South Carolina imposes a “ license 
tax” of one-half per mill on all corporations except those 
public-service corporations which pay three mills. In Texas 
domestic companies pay 50 cents on each $1,000 of authorized 
capital stock up to 1 million dollars and 25 cents on each $1,000 
thereafter. If the amount of capital stock actually paid plus 
surplus and undivided profits exceeds the authorized capital 
stock, the tax is to be computed on the former. If it does busi¬ 
ness without the state, the tax is proportioned to gross receipts. 
Foreign companies pay 1 mill up to $1,000; mill to $100,000 
and 34 mill to a million dollars of the authorized capital stock, 
proportioned as in the preceding sentence. In Utah the “ license 
tax” on all domestic corporations (except those not organized 
for profit, water companies for culinary purposes, canal and 
irrigation companies and insurance companies) and on all 
foreign corirorations is graded from $5 to $50 when the capital 
stock is over $2(X),00(). Virginia kwies a small “license tax.” 
In Vermont the “license tax” Is $10 with ,$5 additional for every 
succeeding $50,000 until the tax reaches .$50. 

In Washington tin; “franchise tax” is fixed at $15. In West 
Virginia domestic compani(‘s pay a “license tax” graded from 
$10 to $150 from $500,000 to a million dollars; and $40 on each 
million dollars additional. In the case of non-resident domestic 
companies $475 and 10 cents on each additional $1,000 from 
two to four millions; over four millions, $675 and $50 on each 
additional $ 1,000. 

The most recent development is in connection with the grow¬ 
ing practice of issuing shares without par value. In some cases 
as in Missouri and New York each such share is deemed equiva¬ 
lent for purposes of taxation, to $100. In other cases as in 
Michigan its value is determined by actual sale or by book 
value. In still other cases the franchise tax is at a flat rate as 
in Maine (5 mills). 

Outside of the few commonwealths which levy a general 
corporation tax at a special rate, almost all the states, including 
those mentioned in the preceding list, tax the property of cor¬ 
porations in general precisely like that of individuals through 
the general property tax. Of recent years, however, some 
states have declared the franchise to be taxable property, to 
be assessed like other property. This is true of corporations 
in general in Illinois, Indiana, Kentucky, Michigan, Minnesota, 
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Missouri, Montana, Tennessee and Wyombg, which states 
are to be added to those mentioned above, where the license 
or other tax is called a payment for the franchise. Sometimes 
the corporate excess is specifically designated as property and 
is declared to be the excess of the value of the capital stock 
over that of the tangible realty and personalty. The corporate 
excess is specified in Alabama, Illinois, Indiana, Minnesota, 
Mississippi, Nebraska, North Carolina, North Dakota, South 
Dakota, Tennessee and Texas. In most of these cases, however, 
the corporate excess is taxable by the local assessors, which 
means in practice that it is generally not reached. In only a 
few of these cases, like Illinois, is the corporate excess appraised 
by a state board, and in that state the system does not apply 
to railroads, telegraph, telephone, banking and insurance com¬ 
panies which are separately reached, nor to companies for 
purely manufacturing purposes, for the mining or sale of coal, 
for printing, for publication of newspapers, or for the improving 
or breeding of stock. As we mentioned above,' this attempt 
to include the franchise in the value of the property really in¬ 
volves a partial departure from the general property tax. It 
will be more fully discussed below. 

We see then that only in Massachusetts, Pennsylvania, New 
York, California and Rhode Island are there general corporation 
taxes, in the real sense of the term. To these states must now 
(1921) be added Connecticut, Mississippi, Missouri, Montana, 
North Carolina, North Dakota, Virginia and Wisconsin, be¬ 
cause of their corporate income taxes, although the first and 
last do not include public utilities, and the others use the income 
tax only as a minor supplement to the property taxes. In 
Maryland the corporation tax is in reality levied almost exclu¬ 
sively on domestic companies. In New Jersey, the law applies 
in terms only to domestic corporations. Maryland and Penn¬ 
sylvania are the only states which levy taxes on corporate bonds, 
although virtually only on the bonds of domestic corporations 
in the hands of residents. In California and Rhode Island, 
however, bonds are considered in arriving at the value of the 
franchise or of the corporate excess. Finally, only in Pennsyl¬ 
vania is the corporation tax in lieu of the local tax on personalty, 
while in California and Connecticut as well as in Pennsylvania 
the state tax on public-service corporations carries with it 
exemption from all local taxation. 

* Supra, pp. 160 and 180. 
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6. The Tax on Corporate Charters 

A mistake often made is that of confounding with the cor¬ 
poration tax what may be called the tax on corporate charters. 
This is in reality a license fee charged for the privilege of in¬ 
corporation or of increasing the capital stock of a company, 
and it is generally either a lump sum, or a percentage of the 
amount of the capital stock. It is in most cases of very recent 
origin. In only a few states does it antedate the; last decade 
of the nineteenth century and in only one or two is it found 
before 1870. 

In Pennsylvania the earliest act is that of 1849, which pro¬ 
vided that (certain manufacturing compankw on their incorpora¬ 
tion should pay a bonus of 14 of 1% on the capital stock, pay¬ 
able in five annual instalments. In 18(58 the rate was changed to 
34 of 1% but the tax bonus was extended to all corporations 
with a few exceptions, among which railroads wore the most 
important. In 1889 the same rate was imposed on the author¬ 
ized amount of all increases of capital stock. In 1897 the rate 
was increased to 1/3 of 1% on the authorized capital stock, 
with some exceptions which were still taxable at the old rate. 
In 1899 the rate was made uniform on all corporations at 1/3 
of 1%, and the only corporations excepted from the bonus 
were building and loan associations and so-called corporations 
of the first class, i. e., those incorporated by the courts, and 
usually not for profit. Railroads were therefore first included 
in this year. In 1901 the bonus was extended to foreign cor¬ 
porations also and was applied to so much of the capital as 
might be invested in the state after the date of the passage of 
the act. 

In Massachusetts, where the charge is called an incorpora¬ 
tion fee, the first law—that of 1863—simply imposed a fee of $1 
for recording the certificate of incorporation. In 1865 this 
was increased to $5. In 1870 the charge was made a percentage 
one and the rate was fixed at 1-20 of 1% of the capital stock. 
In 1871 the minimum charge was fixed at $5 and the maximum 
at $200. This continued to be the law until 1903 when the 
charges were reduced, the rate being fixtxl at 1^0 of 1%, but 
with a minimum payment of §10. 

At present the tax on corporate charters is found in almost 
all of the states, although under widely varying names. In 
Alabama and in Illinois, it is called “ licence fees,” in Connecti- 
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cut, it applies only to foreign corporations seeking a charter 
in the state, and is termed the “tax on corporate franchise,” 
although quite unlike the franchise taxes in other common¬ 
wealths; in Kentucky, it is called the “tax on organization”; 
in Maine, the “tax on new corporations”; in Maryland, “bonus 
on corporations”; in Michigan the organization tax; in Missouri, 
the “corporation tax”; in Nebraska “occupation fee on corpora¬ 
tions”; in New Hampshire, “charter fees”; in New Jersey, the 
“tax on certificates of incorporation”; in New York, the “or¬ 
ganization of cort)oration8 tax”; in North Dakota the “cor¬ 
porate excise”; in Ohio, “organization fee”; in Oklahoma 
“incorporating fee”; in Pennsylvania and Rhode Island, 
“bonus on charters”; in Texas, “filing fees”; in Vermont, 
“corporation license tax”; in West Virginia, “license tax on 
charters and certificates, of corporations.” 

The rates are flat rates; fixed percentage rates; graded rates, 
fixed in each grade; graded percentage rates; and graded rates, 
partly fixed and partly percentage. 

The flat rates are found in seven states; .$4 in West Virginia; 
$5 in Arizona and Oklahoma; $10 in South Dakota and Washing¬ 
ton; 125 in Arkansas; and $100 in Florida. 

The percentage rates are found in fourteen states as follows: 
2 cents per $1,000 in Colorado and Tennessee; 15 cents per 
$1,000 in Nevada; 20 cents per $1,000 in New Jersey (with 
minor variations in detail); 25 cents per $1,000 in Utah; 1-20 
of 1% (or 50 cents per $1,000) in Massachusetts, Michigan, 
New York (for dome.stic coinpanie.s) and North Dakota; 3-20 of 
1% in Ohio; 1-10 of 1% in Indiana, Kentucky and Rhode 
Island; 1/8 of 1% in Maryland and New York (foreign com¬ 
panies); 1/3 of 1% in Pennsylvania. 

The graded rates, fixed in each class, are found in seven states: 
Alabama ($25 when the capital is not over $50,000, to $250 
when the capital is over a million dollars); Georgia ($5 to $100); 
Idaho ($5 when the capital is not over $25,000 to $25 when the 
capital is over $500,000); Oregon ($10 to $100 when the capital 
is over two million dollars); Texas ($50 [except railroads, 
telegraph lines, street railways, express companies and channel 
or dock companies, which start at $200] to $2,500); Virginia ($25 
to $5,000 when the capital is over ninety million dollars; but 
when companies are incorporated under a general, instead of a 
special, act the rates are lower, ranging from $15 to a maximum 
of $600); Vermont ($10 to $50). 



THE TAXATION OF CORPORATIONS 


217 


The graded percentage rates are found in four states as fol¬ 
lows: Connecticut (50 cents per $1,000 where the capital is not 
over five millions, and 10 cents per $1,000 above that); Kansas 
(1-10 of 1% on the first $100,000 of capital, 1-20 of 1% on the 
next $400,000 and $200 for each million or fraction thereof 
above $500,000 of capital); Montana (50 cents per $1,000 where 
the capital is not over one million dollars, and 25 cents per 
$1,000 above that); and South Carolina (one mill on each dollar 
up to $100,000 of capital, Yi mill from $100,000 to a million dol¬ 
lars, and Y mill on each dollar of capital over a million dollars). 

The mixed graded rates, partly fixed and partly percentage, 
are found in nine states as follows: Colorado ($20 if the capital 
is not over $50,000, and 20 cents on each additional $1,000); 
Delaware (the same as Colorado); Illinois ($30 where the 
cai)ital is not over $2,500, $50 if not over $5,000, and $1 for 
each additional $1,000); Iowa ($25 plus $1 on each $1,000 where 
the capital is over $10,000); Minnesota ($50 for the first $50,000 
of capital, $5 for every additional $10,000); Mississippi ($20 
where the capital is not over $10,000, $40 to $00 where the cap¬ 
ital ranges from $10-150,000, and 1-10 of 1% where the capital 
is $50,000 and over); Nebraska ($10 and in addition 10 cents 
per $1,000 where the capital is over one million dollars) and 
Wyoming ($5 where the capital is not over $5,000, $10 on capital 
between $5-$10,000, and 5 cents on each additional $1,000). 

In four states—Maine, New Hampshire, New Mexico and 
Wisconsin—there is a very complicated system, the rates vary¬ 
ing with different classes. 

In eleven states—Alabama, Kentucky, New Jersey, New 
York, North Carolina, Ohio, Pennsylvania, Rhode Island, 
Texas, Virginia and Wyoming—the rates are payable also on a 
subsequent increase of the capital stock. 

In many of the above states the tax is now levied on foreign 
as well as on domestic corporations; while some states follow 
New York in imposing the tax also on joint-stock companies. 

The modifications introduced into the organization tax as a 
result of the recent development of shares without par value 
are analogous to those referred to above' in connection with 
the franchise tax. 

These taxes have really little in common with the corpora¬ 
tion taxes properly so called. In Pennsylvania and Ohio, for 
instance, the payment is held to be not a tax at all, but a price 
* iSapro, p. 213. 
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paid for the chartered privilege. The distinction between the 
tax on corporate charters and the corporation tax proper can, 
perhaps, best be expressed by saying that if the latter is a tax 
on the right to be, the former is a tax on the right to become. 

III. Bases of the Tax 

The summary just pre.sented shows the chaos of principle 
in which the whole .subject is involved. An analysis of the 
facts discloses no le.ss than thirteen important methods of 
taxing corporations, not counting the various combinations 
of method which are practi.sed in some states. The bases on 
which the taxes are assessed are as follows:— 

1. Value of the property, i. e., the realty plus the visible and 
invisible pei-sonalty. This was originally the universal method 
and it is still the practice in the great majority of cases. 

2. Cost of the property. This was the general rule in New 
Jersey from 1873 to 187G aa to all railroad companies, and is 
still the rule in isolated cases, as in New York in the local 
taxation of telegraph companies. 

3. Capital .stock at par value. This is true of the general cor¬ 
poration law in New Jersey, of mining companies in Massa¬ 
chusetts, and of banks and savings institutions in Pennsylvania. 

4. Capital .stock at market value. This is true of the gen¬ 
eral corporation law in Massachusetts and in New York when 
applied to corporations where the dividends are less than six 
per cent. It was true of railroads in Connecticut between 
1849 and 1864. It is also the custom in local taxation in many 
states. 

5. Capital stock plus bonded debt at market value. This is 
true of all corpoiations in Pennsylvania and of railroads in 
Georgia and in Illinois. In the case of railroads in New Jersey 
and of corporations in general in Illinois and several other 
states, only the surplus of this valuation over the value of the 
tangible property is made the basis of the tax. 

6 . Capikd stock plus total debt, both funded and floating. 
This is true of railroads in Connecticut, and in a measure 
true of corporations in general in California and Khode Island. 
It was true of steamboat companies and of similar corporations 
in Virginia during the Civil War. 

7. Bonded debt or loans. This was true of railroads and 
canals in Virginia from 1872 to 1874, and is now true of all 



THE TAXATION OF CORPORATIONS 


219 


corporations in Pennsylvania. In this case, however, it is only 
supplementary to the tax on capital stock. 

8 . Busimss transacted. This is true in several of the New 
England states of savings banks taxed on their deposits; in 
California, Maine and New York of foreign banks; in New 
Hampshire and Vermont of trust companies taxed on deposits; 
in Connecticut and Massachusetts of insurance companies taxed 
on the amount insured; in Montana of telegraph companies 
taxed on the instruments; in Connecticut, Florida, Montana and 
Tennessee of telephone companies taxed on the number of tele¬ 
phone transmitters; in several Southern states of sleeping-car 
companies taxed according to the number and mileage of care; 
in Delaware of railroads taxed on the number of locomotives 
and passengers. It was also true in Pennsylvania from 1868 
to 1874 of railroads; from 1868 to 1881, of coal companies 
taxed on tonnage; and from 1870 to 1889 of boom companies 
taxed on the number of logs rafted. 

9. Gross earnings. This is true in many states of insurance 
companies taxed on gross premiums, and of transportation 
and other public-service companies taxed on gross receipts. 

10. Dividends. This is true of gas and electric light com¬ 
panies in Delaware, New Jersey and New York, and of turn¬ 
pike companies in Kentuiiky. It was formerly true of banks 
and iron companies in Pennsylvania, and of banks and in¬ 
surance companies in Ohio and Virginia and of corporations in 
general in Alabiuna. 

11. Capital stock according to dividends. This is true in 
New York of corporations not subject to income tax, when 
dividends are at least six per cent. It was formerly true of 
banks in North Carolina and of all corjjorations in Pennsylvania. 

12. Net earnings or income. This is true of railroads in 
Delaware; of street railroads in Massachusetts and Rhode 
Island; of insurance companies in a number of states; and of 
corporations in general in those states which like Connecticut, 
Massachusetts, Mississippi, Missouri, Montana, New York, 
North Dakota and Virginia now impose corporate income taxes. 

13. Franchise. This is true of a large number of cases; but 
the term franchise, as we shall see, denotes nothing debits, 
and the value of the franchise is measured by each one of the 
preceding twelve tests except that of property. 

All the above methods may really be reduced to three: taxes 
on property (nos. 1-7 and 11); taxes on business (no. 8); and 
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taxes on earnings (nos. 9, 10 and 12). Virtually, as we shall 
see, the choice hes between taxes on property and taxes on 
earnings. 

From this survey of the existing confusion, it is plain that 
we are still groping in the dark and that no one method has yet 
pre-eminently commended itself to the American sense of 
justice and e.xpediency. In the next chapter we shall learn 
the judicial interpretation put upon these various methods, 
and shall attempt to analyze the situation from the economic 
point of view. That some change is imperative seems evident; 
precisely what the change should be can be ascertained only 
after careful consideration. It is a complicated problem that 
confronts us. 



CHAPTER VII 


THE TAXATION OF CORPORATIONS 

II 

THE PRINCIPI/ES 

In the preceding chapter wc traced the history and actual 
condition of the corporation tax in tile United States. The 
whole subject was shown to be involved in almost inextri¬ 
cable confusion, amid which, however, some twelve different 
bases for levying the tax might be distinguished. These, it 
will be remembenal, were the value of the property, capital 
stock at par value, capital stock at market value, capital stock 
plus bonded debt, capital stock plus total debt, loans, busi- 
ne.ss, gross earnings, dividends, capital stock according to divi¬ 
dends, net earnings and franchise. In the attempt to analyze 
these methods it may be well to begin with the last, on account 
of its obscurity as well as of its importance. 

I. The Franchise Tax 

At the outset we are confronted by the question: what is 
a franchise tax? The matter was first brought squarely before 
the public by the provisions of the California constitution 
of 1879, and since then by tax laws of several states which 
prescribe that franchises of corporations shall be separately 
assessed. Before we can discuss the franchise tax, however, 
we must attempt to ascertain what a franchise really is. 

Blackstonc defines a franchise as “a royal privilege or branch 
of the King’s prerogative subsisting in the hands of a subject.” 
His definition is obviously too vague for our purposes. The Su¬ 
preme Court of the United States has given this definition: 

A franchise is a right, privilege or power of public concern which 
ought not to be exercised by private individuals at their mere will and 
pleasure, but which should be reserved for public control and adminis¬ 
tration, either by the government directly or by public agents acting 
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under such conditions and regulations as the government may impose 
in the public interest and for the public security.' 

This definition, however, is somewhat too narrow, since it 
emphasizes unduly the clement of public control and public 
interest. These are indeed very desirable adjuncts, but they 
scarcely seem to be indispensable parts of the conception. 
Nothing is more common than the possession by a purely private 
corporation of a franchise—for example, the mere privilege 
to act as a corporation. Furthermore, a privilege of a public 
character, like that possessed by a railway, is not necessarily 
confined to corporations. Thus, there is nothing to prevent 
the grant of the right of eminent domain to private persons. 
We therefore conclude that a franchise in the wider sense is 
simply a right conferred by government of conducting an 
occupation either in a particular way or accompanied with 
particular privileges. The motive may be either public welfare 
or public revenue. This can be clearly seen by tracing the 
historical development of the franchi.se. 

One of the chief sources of royal income in medimval Europe 
consisted in the so-called “fines for licens(!s, concessions, and 
franchises.” These w(‘re i)ayments by individuals or associa¬ 
tions for all kinds of special privileges, such as to secure the 
general favor of the crown, to retain or to quit office, to obtain 
the right of exporting commodities, to conduct some business 
in a particular way, to obtain special jurisdictional privileges, 
to possess the right olfirma burgi, and so on.^ A most common 
instance can be found in the trading privileges of the guilds, 
granted chiefly for the .sake of the accruing emoluments. Similar 
to these mediseval eonces.sions are the modem licenses, especially 
in the Southern commonwealths, which are conferred on in¬ 
dividuals and corporations alike, and in most cases for purely 
fiscal reasons. What are called franchise taxes elsewhere are 
included in the South in the privilege or occupation taxes. 
A franchise of an individual or of a corporation is, therefore, 
simply a privilege—something over and above the value of 
the property, and in a measure analogous to the “good will” 

' California vs. Southern Pacific R. R. Co., 127 U. S. 40. 

*A characteristic example of a fine or franchise hard to classify is this: 
The wife of Hugo de Neville paid the king two hundred hens “eo quod 
possit jacere una nocte cum domino suo” (who happened to be in prison). 
Botvli Finium, 6; quoted in Madox, History aS Out Exchequer, i., p. 471, 
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of a firm. It is the indefinite something which gives vitality 
to the enterprise and makes its business worth having. 

In the case of a corporation this indefinite something is the 
privilege that individuals possess to act iis one, with legal 
individuality and immortality, and with divisible share capital. 
This is a privilege which corporations share equally with joint- 
stock companies; accordingly, the corporation tax is frequently 
made applicable to such associations. A modern stock corpora¬ 
tion indeed possesses another privilege, which is exclusive to it, 
namely, limited liability. The corporate franchise therefore is 
really the privilege of juristic personality and limited liability; 
it is the right to exist as a corporation.* Since it is something 
separate and apart from the property of the corporation, it 
is capable of being taxed.^ 

What has been said applies, however, only to domestic 
corporations. In the ease of a foreign corporation, the state 
which has not given the franchise cannot tax it. With a 
domestic corporation the franchis(^ or right to exist is an empty 
right if the corporation may not transact business; the right 
to exist is therefore inextricably bound up with the right to 
carry on the business. But as regards a foreign corporation, 
the two things arc distiind., and the state can tax only the privi¬ 
lege of carrying on the business within its borders. The cor¬ 
porate franchise has no existence apart, from the laws of the 
state which created it. In order to avoid trouble, therefore, 
the corporation tax is usually imposed on “the corporate 
franchi.se or business;” and the New York tax has been upheld 
as applicable to foreign corporations as a tax on their business, 
not on their franchi.se.''’ 

The denial of the right to tax the franchises of foreign cor¬ 
porations applies equally to corporations chartered by the 
United States which are not legally foreign corporations. But 
where the corporation, as in the case of a railroad, exercises 

‘ “By the term corporate franchise we unrleisl.and is meant the right 
or privilege given by the state to two or more persons of being a corpora¬ 
tion, that is, of doing business in a corporate capacity.” Home Insurance 
Co. as. State of New York, 134 U. S. 594. Cf. Western Union Telegraph 
Co. as. Mayer, 28 Ohio State, 521. 

»“Nothing is better settled than that the franchise of a private corpora¬ 
tion ... is property and of the most valuable kind, as it cannot be taken 
for public use without compensation.” Wilmington R. R. Co. as. Reed, 13 
WaU. 284, 268. 

• People vs. Equitable Trust Co. of New London, Conn., 96 N. Y. 396. 
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additional privileges in the state, it is held that it enjoys a 
state franchise as well as a federal franchise and that a state tax 
may be imposed on the former franchise without being an 
attack upon the privilege granted by the federal government.' 
This, however, does not apply to national banks which cannot 
be subjected to license or privilege taxes.' Some recent cases 
in Pennsylvania have even held that the tax on capital stock 
is invalid as to stock invested in a patent right, because such 
taxation involves a property right which depends for its existence 
exclusively on the federal con.stitution and on an act of Con¬ 
gress.® This seems to lx; an extreme application of the general 
principle which, if persistcxl in, will render a great part of our 
corporation tax laws practically nugatory. For almost every 
corporation utilizes .something covered by a patent; and if it is 
held that the capital stock represents in whole or in part this 
patented property, the (iorporation would to that extent escape 
taxation. Later decisions in other states, like New York and 
Maryland, seem to take the proper view. For in New York 
it has been held that even if the entire capital of a corporation 
is invested in patent rights, it is none the less subject to the 
capital stock tax.* And the same rule has been extended to 
trade-marks.'* 

Subject to these qualifications and to the principle, to be 
discussed below, that no commonwealth may impose a fran¬ 
chise tax to interfere with interstate commerce, the taxation 
of corporate franchise has no limitation, except the discretion 
of the taxing power.® 

The franchise that has been discus.sed thus far is the privilege 
of doing business. When, however, wc analyze a little more 
closely the concept of a corporate franchise we see that there 
are other aspects to the problem. In order to do business, the 

* People t)S. Central Pacific R. R. Co., 105 Cal. 576; and California vs. 
Pacific Railroad Companies, 127II. S. 1. 

® Mayor vs. National Bank of Macon, 59 Ga. 648; City of Carthage vs. 
Bank of Carthage, 71 Mo. 508; National Bank of Chattanooga as. Mayor, 8 
Heiakell, 814. 

> Commonwealth v.s. Wc.stinghou.se Co., 151 Pa. State, 265; Common¬ 
wealth vs. Air Brake Co., id. 265; Commonwealth as. Philadelphia Co., 157 
Pa. 527; Commonwealth vs. la^high C. and I. Co., 162 Pa. State, 603. 

* People ex rel. U. S. Aluminum Plate Co. as. Knight, 174 N. Y. 475 (1903); 
Crown Cork and Seal Co. as. .State, 87 Md. 6,87. 

‘ People ex rel. Spencerian Pen Co. as. Kclaey, 105 App. Div. 133 (1905). 

•Delaware Railroad Tax Case, 18 Wall. 231; Califomia as. Southern 
Pacific R.R. Co., 127 U. S.41. 
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corporation must first come into being; and even after the corpo¬ 
ration has been created, it does not necessarily follow that it will 
do business. Consequently we must distinguish between the 
creation of a corporation and the exercise of its powers. If 
the latter is termed the franchise to do or to act, the former 
might be called the franchise to be or to become. For this 
privilege to be, as we have learned, virtually all the states make 
a charge; and while ordinarily called a fee, it is not infrequently 
termed a franchise tax. 

In addition to the franchise to be and the franchise to do, 
there is, however, still a third kind of franchise, which it has 
become usual of recent years to call a special franchise. This 
is the right accorded to certain corporations to possess privileges 
not enjoyed by corporations in general. The most important 
of such special privileges is the right to use public highways, 
and it is for this reason that the corporations enjoying this right 
are generally called public-service corporations. This special 
franchise was first brought into prominence in New York. 
In that state it is permissible to deduct debts from personalty, 
but not from real estate. It was accordingly easy for corpora¬ 
tions to escape taxation on their capital, which as we know is 
still locally taxable in New York. For when the bonded in- 
debtedn(ws exceeded the capital stock, there w'ould be nothing 
left on which to levy the tax except the real estate. When an 
attempt was made later to assess the value of the franchise 
over and above that of the personal property, the attempt was 
frustrated by the same facility of deducting the value of the 
bonds. Hence an ingenious plan was devised. A franchise 
in general, if it be any kind of property, is personal property. 
But it was now suggested that a franchise enjoyed by some 
corporations only, to use the streets, on the surface or above or 
below the level, might properly bo ternaal an interest in real 
estate; and if so, there could not, under the New York system, 
be any set-off on account of mortgage bonds. Accordingly by 
the law of 1899 a new category of real estate was created in 
New’ York, to be known as a special franchise. The law added 
to the definition of taxable real property the following:— 

“The value of all franchises, rights or pcmii.SKion to construct, main¬ 
tain or operate the same [surface, underground or elevated railroads) 
in, under, above, on or through streets, highways or public places; . . . 
and the value of all franchises, rights, authority or permission to con- 
stmet, maintain or operate in, under, above, upon, or through any 
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streets, highways or public places, any mains, pipes, tanks, conduits 
or wires, with their appurtenances, for conducting water, steam, heat, 
light, power, gas, oil or otluir substance, or electricity for telegraphic, 
telephonic or other purjwses. ... A franchise, right, authority or 
permission specified in this subdivision shall for the purposes of taxa¬ 
tion be known jis a ‘special franchi.sc.’ ” A special franchise shall be 
deemed to include the value of the tangible proi)crty situated in, upon 
under or above any street, highway, public place or public waters in 
connection with the special franchise in 1907.' 

Under this ingenious definition of a special franchise all 
public-service corporations in New York have now been com¬ 
pelled to bear a far greater burden of taxation than was pre¬ 
viously the case." 

The new conception soon spread to other states, although in 
most cases the special franchi.sc is either measured by a certain 
proportion of gross receipts as in New Jersey, or is treated as a 
separate constituent of property without any decision as to 
whether it is realty or personalty. Only a few states, like Cali¬ 
fornia, follow New York in treating the special franchise as an 
interest in real e.state. 

Thus we see that there are now in the American system of 
corporate taxation three kinds of f ranchi,ses—the franchise to be, 
the franchise to do, and the franchise to act in a particular way 
or to enjoy a special privilege. It is interesting to observe that 
in the California law of 1911 all three species of franchises are 
included in the definition.^ 

* An amendment adopted later, provided that “the term ‘special fran¬ 
chise ’ shall not be deemed to include the crossing of a street, highway or 
public place out.sidc the limits of a city or incorporated village where such 
crossing is leas than 2.50 feet in length, unless such crossing be the con¬ 
tinuation of an occupancy of another street, highway or public place.” 
Under this, in praclioe, ordinary railroad crossings were not treated as 
special franchises. But a later amendment, in 1907, made a steam railroad 
crossing in a city or village assessable as a special franchise. As special 
franchises are asseased by a state board, while ordinary real estate is as¬ 
sessed by local oflicials, this has caitsed much confusion in the actual ad¬ 
ministration. Cf. the interesting monograph by Benj. E. Hall, one of the 
New York State Tax Commissioners, Administrative DiffimUies of the 
Special Franchise Tax Law. Address before the State Conference on Taxation 
hkdat Utica, Albany, 1911. 

*C/. Seligman, “The Franchise Tax Law in New York,” in Qmrterly 
Journal of Economics, vol. xiii. (1899), p. Ubetseq. 

’ “ These franchises shall include the actual exercise of the right to be a 
corporation and to do business as a corporation, under the laws of this 
state and the actual exercise of the right to do business as a corporation 
in this state when such right is exercised by a corporation incorporated 
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Jt must further be observed, however,—although it is an 
observation that has hitherto eluded the attention of well- 
nigh all writers on the subject—that amid the multiplicity 
of meanings attached to the word franchise two leading ideas 
are discernible in its relation to taxation. Wo refer here not 
to the distinction just discussed between a franchise to be, a 
franchise to do, and a franchise to act in a particular way; but 
to the distinction between franchises bjiscd on their assumed 
relation to property. Here there are two fundamental con¬ 
ceptions. The one is the conception of a franchise as a part 
of property; the other is the conception of a franchi.se as some¬ 
thing distinct from, or even opiwscsl to, prop(>rty. The first 
conception leads to the idea of a franchise tax as something of 
the same nature lus a tax on physical, tangible property, but 
superadded to it. This is the case in all the states which include 
the value of the franchise in the ad valmmi tax, as in Michigan, 
Wificonsin, Illinois, or even N(‘w York in the case of the special 
franchise tax. In all these cruses the francdiise tax is thought of 
as a property tax; but it is a tax on intangible property or on 
an intangible something of which the concept of property is 
predicated, whether in the eyes of the law it be treated as real 
property or as'personal property. The other conception leads 
to the franchise tax as something distinct from, or opposed to, 
a property tax, as in the cruse of the capital stock tax in New 
York. Let us elucidate these conceptions. 

If we take up first that conception of a franchise which leads 
to the franchise tax as a property tax, the question at once 
arises as to how the v.alue of the franchise as a piece of taxable 
property is to be ascertained. It is obvious that here we are 
face to face with great diflieulties. 

We have seen that there are not less than twelve separate 
methods of taxing corporations and that each of these methods, 
with one exception, is declared to involve a franchise tax. 
There are yet other methods of measuring franchise, such as 
the value of the capital stock less the value of the property, 

under the laws of any other state or country, also, the right, authority, 
privilege, or permission to maintain wharves, ferries, toll roads and toll 
bridges, and to construct, maintain or operate in, under, above, upon, 
through, or along any streets, highways, public places, or waters, any 
mains, pipes, canals, ditches, tanks, conduits, or other means for conduct¬ 
ing water, oil, or other substances.” Statutes of California, 1911, chap. 336. 
C/. the article by Professor C. C. Plehn, “The Taxation of Franchise in 
California,” in the National Municipal Bemew, vol. i. (1912), p. 337 el seq. 
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the value of the stock less the value of the tangible propertyj 
the value of the stock less the value of the realty, the value 
of the stock and bonds less each or all of these items, etc. There 
is a total lack of uniformity. Each commonwealth measures 
the franchises of its corporations in its own way; and frequently 
a given commonwealth measures the franchises of different 
corporations in entirely different ways. There is an utter 
absence of any common standard of measurement. Capital 
stock, stock minus property, .stock minus realty, bonded debt, 
business, gross earnings, dividends, profits, etc,, arc each declared 
to be the value of the franchise. The result is hopeless confu¬ 
sion. It would be useless to examine the methods of all the 
states; a few examph's will suffice. 

The state board of a.ss(!ssors of New Jersey have published 
since 1884 annual reports in which they discuss the details 
of corporate a.s.se.ssment. In the case of railroads they adopted 
the following plan.' The market value of the stock is added to 
the market value of the debt; from this aggregate the total 
value of the tangible corporate property is deducted, and the 
remainder is declared to be the “adventitious value of the 
entire road, its privileges included.” Sixty per cent of this 
is taken as the value of the franchise, to which is added the 
value of the real and tangible property, known as the “abstract 
value” of the road, making a total which is termed the entire 
value of the railway for purposes of taxation. This, however, 
is not all; for if the value of the tangible property exceeds the 
value of the stock and debt, the board declares the franchise 
to be twenty per cent of the gross earnings. It will be readily 
perceived that this measurement of a franchise, which may 
give a result less than nothing, is rather awkward. Indeed, 
the courts of New Jersey have overturned this portion of the 
assessors’ standard by pronouncing the estimate based on 
gross earnings unconstitutional; ^ but the main element in the 
method of valuation was upheld on the easy-going principle 
that no substantial injustice was done. It is this absence of 
“substantial injustice” to which is due the chaotic condition 
of franchise taxation in this country to-day. 

* Report of the State Board of Asmsors of New Jersey, 1884, p. 26; 1885, 

p. 11; 1886, p. 28; 1888, p. 6. 

* Case of Railroad Tax Law, N. J. Court of Errors and Appeals, decided 
May 29, 1880. The case may be found in full in the Third Annual Report 
of the State Board of Assessors, 1886, pp. 79-173. 
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In Illinois and in California, the method of taxing franchises 
is not far different from that of New Jersey. In Illinois, the 
board of equalization adds the cash value of the stock to that 
of the debt (excluding current debt), and pronounces the result 
to be the fair cash value of the capital stock including the 
franchise. From this the board deducts the equalized value of 
all the tangible property, and declares the remainder to be 
th(! value of the capital stock and franchi.se subject to taxation. 
This method was upheld by the Supreme Court of the United 
States as being “probably as fair as any other.” ‘ In California, 
the value of the franchi.se is determined by subtracting from 
the actual value of the capital stock or of the stock and bonds 
the value of all th(> items of jiroperty." In some cases only a 
fraction of the remainder is declared to be the value of the 
franchise. The only change introduced by the law of 1911 is 
that in the case of ordinary corporations, exclusive of public- 
service companies and banks, the good will is no longer to be 
included in the value of the franchise—a curious provision in 
view of the fact that in many corporations the good will of the 
business constitutes the major portion of the franchise value. 
In Kentucky, the assessors deduct from the amount of the 
capital stock the assessed value of all tangible property taxed 
in the state, and declare the remainder to be the value of the 
franchise. In the case of foreign companies, however, they 
take that proportion of the capital that the gross receipts in 
the state bear to the total gross receipts, and then deduct the 
value of the tangible property a.ssessed in the state. In the case 
of transportation companies they take only that proportion of 
the capital stock which the length of the line within the state 
boars to the total length.* In Indiana, if the full value of the 
franchise is represented by the capital stock, the franchise is not 
taxed; but when the franchise is of greater value than the 
capital stock, it is provided that the franchise “shall be as¬ 
sessed at its full cash value,” and that the capital stock shall 
not be taxed.'* 

’ State Railroad Tax Cases, 2 Otto, 675. Cf, Railway as. Backus, 164 
U. S. 421. 

’Approved as to public-service corporations in Spring Valley Water 
Works vs. Schottler, 62 Cal. 69, 118; Burke as. Badlam, 57 Cal. 594; Sm 
Jo 84 County as. January, 57 Cal. 614; and as to corporations in general in 
Bank of California as. San Francisco, 142 Cal. 276. 

' Ky. Laws of 1892, chap. 102, art. iii., § 3. 

* Ind. Law of Mar. 6, 1891, § 74; now R. S. 1908, § 10324. 
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Of considerable interest are the methods that have been 
employed by Michigan and Wisconsin, especially after the 
abandonment of the system of specific taxes on the earnings of 
public-service corporations and the reversion to the ad valorem 
system. In Michigan, after the passage of the law of 1901 
which authorized the ad valorem system in the case of railroads, 
the appraisal of the so-called non-physical or immaterial ele¬ 
ments in the value of a railroad was entrusted to Professor 
Henry C. Adams. We quote from his report: 

" The rule .submitted for the appraisal of the immaterial values of 
railway properties, or what I prefer to tenn the capitalization of cor¬ 
porate organization and business op]X)rtunity, is simple, as follows: 

“1. Begin with gros.s earnings from oiieration, deduct therefrom 
the aggregate of operating ex|)cnscs and the remainder may l)e termed 
the ‘income from operation.’ To this should te added ‘income of 
corporate investments ’ giving a sum which may lx; termed ‘total in¬ 
come,’ and which represents the amount at the disiK)sal of the cor¬ 
poration for the support of its capitid, and for the determination of 
its annual surplus. 

“2. Deduct from the above amount—that is to say ‘total income’ 
as an annuity properly chargeable to capital—a certain per cent of 
the appraised value of the physical properties. 

“3. From this amount should lie deducted rents paid for the lease 
of property operated and permanent improvements charged directly 
to income. The remainder would represent the surplus from the gross 
earnings from the year’s operations, and for the purposes of this in¬ 
vestigation may be accepted as an annuity which, when capitalized 
at a certain rate of interest, gives the true value of immaterial prop¬ 
erties.” 

Professor Adams himself added that the above rule failed 
to appraise the speculative element in railway property. 

As a matter of fact, however, this rule was applied only in 
part. It was soon realized that the calculation might easily 
result in a minus quantity. When this turned out to be the 
case, the awkwardness of the situation was relieved, in part 
at least, by entirely disregarding the non-physical element in 
the property, and taking only the valuation of the physical 
property. We are told that in only 26 of the 123 railroads 
appraised at the time was a non-phy.sical value placed on them.* 

’ See the address by Robert H. Shields, a member of the Michigan State 
Board of Assessors, entitled, ‘‘Railroad Taxation Problems,” in Addresses 
and Proceedings of the Fourth Conference of the International Tax Associa¬ 
tion. Columbus, 1911, p. 238. 
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At present, the method actually followed in Michigan, aa 
in most of the other states which attempt to tax the franchise as a 
piece of property, is very different. The laws refrain from lay¬ 
ing down any rule at all and leave the matter entirely to the 
discretion of the assessing body, which refuses to state in what 
its precise method consists. In California, e.g. the law of 1911 
declared “franchises taxable at their actual cash value, in the 
manner to be provided by law.” But the law simply placed the 
whole matter in the hands of the state board. As one of the 
Michigan assessors frankly stated, if the board were to reveal 
the grounds of their valuation, they would simply invite endless 
criticism and objection on the part of the corporations which 
they are required by law to a.sscss.‘ It is an open secret, how¬ 
ever, that the chief reliance of the Michigan board is upon 
earnings, so that the value of the franchise nepresents in great 
part a capitalization of earnings. In Wisconsin, again, while 
nothing definite is divulged, it is generally understood that 
the valuation is made by a combination of the “stock and bond 
method” with the “capitalization of earnings” method. But 
to what extent other criteria arc actually taken into account, 
no one knows. Under such circumstances we are confronted 
by what is the chief olqeetion to the whole method, namely, 
the dang(^r of arbitrarine.ss and the lack of any precise directions 
to guide the assessors or to enlighten the public. In such a 
complicated matter as that of appraising the value of a franchise, 
which has no market value because it is not the subject of 
purchase and sale, no two people, however expert, will agree. 
As one of the Michigan commissioners states: “When it comes 
to a question of the ultimate valuation, each member of the 
board has his own opinion.” The result has been in Michigan 
as everywhere else, a sort of compromise which differs very 
materially from the valuation of the original experts. 

It is clear from the above review that the attempt to tax the 
franchise as a piece of property is highly unsatisfactory. If the 
value of the franchise is measured by any one criterion such as 
earnings, or dividends, or stock and bonds, there is nothing 
gained by the attempt to differentiate a franchise tax from a tax 
on earnings or on dividends or on stock and bonds. If, on the 
other hand, an attempt is made to reach the capital value of the 
franchise by a method of appraisal, without resort to any specific 

‘ See the admission in the Rejxirt of the Ontario Commission on Railway 
Taxation. Toronto 1905, p. 48. 
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criterion, it becomes mere guess work. We may agree with the 
authors of the most discriminating of recent reports on the sub¬ 
ject that when all factors contributing to value are supposed 
to be taken into account and when in this way the board of 
assessors entirely avoid the responsibility of saying how their 
ultimate assessment is made up, even assuming it to be known to 
themselves, such a “system obviously has the fatal defect of 
making it impossible either for the railroads or the general public 
to distinguish between the most accurate and conscientious 
valuation and mere ignorant guess work or quite prejudiced and 
even dishonest returns. Certainly one cannot imagine a more 
complete departure from the fundamental basis laid down by 
the (Michigan] tax commission for the administration of the new 
system.” * 

Such is the difficulty encountered in attempting to levy a tax 
on the franchise as a piece of property. As we saw above,^ how¬ 
ever, the other conception of a franchise tax is that not of a 
property tax, but of something different from a property tax. 
Let us now proceed to consider the meaning of this other kind of 
a franchise tax. 

What is the real significance of the franchise tax in this 
broader sense? Why is it desirable that such a hard and fast 
line should be drawn between the property tax and the franchise 
tax? What is the meaning of the distinction? 

The answer is very plain. In the first place, according to 
the constitutions of several of the states, the taxes on prop¬ 
erty must be uniform. If, however, the corporation tax is 
held to be a franchise tax, there is no necessity of such uni¬ 
formity between the tax on individuals and that on corporations. 
Secondly, according to the principles of the property tax, deduc¬ 
tions are allowed for certain classes of exempt or extra-territorial 
property. If the tax is a franchise tax, such exemptions cannot 
be claimed. Thirdly, if the tax is a franchise tax, and not a tax 
on property or earnings, it may be upheld as not interfering 
with interstate commerce. Finally, if the tax is a franchise tax, 
many of the objections to double taxation would, as we shall 
see later, be removed. Every commonwealth imposing a fran¬ 
chise tax, for instance, could assess the entire capital of a cor¬ 
poration,—or at all events of a domestic corporation—although 
only a very small portion might be located or employed within 

' Report of the Ontario Commission, etc., p. 53. 

’ Supra, p. 227. 
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the state. We can hence readily understand the persistence with 
which the corporations seek to uphold the distinction and to have 
the charge declared to be not a franchise, but a property tax. 

The question has arisen almost exclu-sively in connection 
with the taxation of deposits, capital stock or earnings. In 
the case of deposits of savings banks the decisions are almost 
uniform that the tax is one on the franchise and not on the 
property; ‘ among the few commonwealths that tax such depos¬ 
its, Connecticut, Maine, Maryland and Massachusetts accept 
this view. Moreover, since there is no necessary relation be¬ 
tween the amount of the deposits and the extent of the property, 
the tax is valid even if the deposits are invested in United States 
securities. Only one commonwealth. New Hampshire, has held 
out against the general tendency and pronounced the tax on 
deposits to be a property tax.^ 

In the case of capital .stock the matter is more complicated 
and the decisions are more divergent. That capital stock is in 
one sense property will of cour.se be denied by no one; but 
whether the tax on capital stock is tantamount to a tax on 
general property is an entirely different question. In several 
commonwealths it has been held that capital stock practically 
represents the property, and that the two are to all intents and 
purposes interchangeable terms.“ As regards the tax on capital 
stock in general, other commonwealths, however, have decided, 
and the federal courts have affirmed the decision, that it is not a 
tax on the property. Thus, it has been held that the Delaware 
railroad tax of one-quarter of one per cent on the actual cash 
value of the capital stock is a tax not on the property or on the 
shares of individuals, but on the corporation, measured by a 
certain percentage on the value of its shares.^ In like manner 
the Massachusetts taxes on the corporate excess, i.e. on the 
whole value of the corporate shares and on the capital stock in 
excess of the value of the real estate and machinery, have been 

* Maryland vs. Central Savings Bank, 72 Md. 92; Coitc vs. Society for 
Savings, 32 Conn. 173, aflarmed in 6 Wall. 594; Provident Institution vs. 
Massachusetts, 8 Wall. 611. See also Commonwealth vs. Savings Bank, 123 
Mass. 493; Jones vs. Savings Bank, 66 Me. 242. 

> Bartlett vs. Carter, 59 N. H. 105. 

• Jones vs. Davis, 3 Ohio, 474; Burke vs. Badlara, 57 Cat. 594; New Or¬ 
leans vs. Canal Co., 29 La. A. R. 851; Whitney vs. Madison, 23 Ind. 331; 
County Commissioners vs. National Bank, 48 Md. 117. But see Wilkens 
ta. Baltimore, 103 Md. 293, reversing the former doctrine. 

‘ The Delaware Railroad Tax Case, 18 Wall. 206. 
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pronounced taxes on the franchise.’ In a later case it has been 
held that this tax, although nominally upon the shares of capi- 
tal stock, is in effect a tax upon the organization on account of 
property owned or used by it, and therefore valid. It is an ex¬ 
cise tax, not a property tax, and therefore not limited by the 
constitutional restrictions as to the uniform taxation of all 
property.^ On the other hand, the Connecticut courts have 
held that the tax on capital stock and debt is a tax not on fran¬ 
chise, but on property; ^ and the older cases in Alabama and 
Missouri were similarly decided.^ 

Secondly, in the case of capital stock as measured by divi¬ 
dends, the courts of Pennsylvania and New York have arrived 
at diametrically opposite conclusions. In Pennsylvania a long 
series of cases has consistently maintained the doctrine that the 
tax is one on property.* The court has endeavored to lay down 
this rule:— 

“ The test whether the tax in any given case is a franchise as dis- 
tingui.shod from a property tax, would seem to be that a tax according 
to a valuation is a tax on property, whereas a tax imposed according 
to nominal value or measured by some standard of mere calculation— 
as contrasted with valuation—fixed by the law itself may be a franchise 
tax.” • 

The New York and New Jersey courts, on the other hand, 
have held the tax on capital stock to be a franchise tax.' The 
New York case was carried in last instance to the federal court. 
Of course the fact that the statutes of Ma.ssachusetts and New 
York expressly declared the tiix to be a franchise tax was of no 
weight; for it was justly contended that no importance should 
attach to mere nomenclature. But the United States Supreme 
Court had already shown the tendency of its thought in the 
Massachusetts and Delaware decisions just cited. In a subse- 

• Hamilton Co. vs. Massachusetts, 6 Wall. 632; Commonwealth vs. Ham¬ 
ilton Manufacturing Co., 94 Ma.ss. 298; Manufacturers’ Insurance Co. as. 
Loud, 99 Mass. 146; Portland Hank as. Apthorp, 12 Mass. 252 (1815), the 
basis of all subsequent decisions. 

• Western Union Telegraph Co. vs. Massachusetts, 125 U. S. 530. 

• Nichols vs. Railroad Co., 42 Conn. 103. 

‘ State vs. Insurance Co., 89 Ala. 335; State vs. Railway Co., 37 Mo. 265. 

•Fox’s Appeal, 112 Pa. 359; Commonwealth vs. Standard Oil Co., 101 
Pa. 119; Pheenix Iron Co. vs. Commonwealth, 59 Pa. 104; Catawissa Appeal, 
78 Pa. 59. 

• 101 Pa. 127. 

’ People vs. Home Insurance Co., 92 N. Y. 328; Singer Co. vs. Heppen- 
heimer, 25 Vroom, 439. 
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quent case, the court said, although indeed obiter, that the New 
York tax was “a franchise tax in the nature of an income tax.” * 
Finally, in a later case, the tax was definitely pronounced to be 
on franchise, the court holding that the tax was not upon the 
capital stock nor upon any bonds of the United States com¬ 
posing a part of that stock; but that reference was made to 
the capital stock and dividends only for the purpose of deter¬ 
mining the amount of the tax to be exacted each ycar.^ 

This decision may be defended on economic, as well as on 
legal, grounds. It may be granted, and in fact it is difficult to 
dispute the contention, that the tax is in one sense a tax on capi¬ 
tal stock. Nevertheless, it docs not follow that the tax is a prop¬ 
erty tax; for from the economic point of view capital stock is 
not necessarily identical with the property of a corporation. 
In the first place there is the question of the market or par value 
of the stock. Some of the commonwealths, as we know, tax 
corporations on the amount, i.e. the par value, of the capital 
stock. Yet manifestly, where the market value of the stock 
may be double or half the par value, it c.annot be maintained 
that the latter is identical with, or an index to, the value of the 
property. In no sense, therefore, can capital stock at its par 
value be declared equivalent to the whole property. Even if 
we take the market value of the stock, we arc not in a much 
better position, for many of our cor[)orations, especially rail¬ 
roads, are created on the proceeds of the bonds. In such cases, 
although the property m.ay be great, the profits are devoted 
mainly to meeting the interest on the bonded debt, and since 
there may be no dividends, tite value of the stock may be very 
slight. . Yet the property which produces these profits may be 
enormous. Evidently the capital stock and the whole property 
are not identical. But we may go still farther. Even in the case 
of corporations without a bonded debt, but whose property does 
not pay good dividends, the capital stock at its market value 
is no index of the value of the property. Thus, a model-dwellings 
company may have property worth a million dollars; yet if it is 
so managed as to pay no dividends, the stock will sell in the 
market for a very small sum. The value of this depreciated 
stock is evidently not the same as that of the company’s real 
property. They are not interchangeable terms. Hence, from 

• Or, as it was ssud in another place, “a tax upon its franchise based upon 
its income.” Mercantile Bank vs. New York, 121 U. S. 158,160. 

• Home Insurance Co. iw. State of New York, 134 U. S. 694. 
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whatever point of view we regard it, capital stock is not identical, 
economically speaking, with the total corporate property; a tax 
on capital stock is not a tax on the entire property. 

The courts of New Jersey, New York and the United States 
are then quite right in their decisions; and the Pennsylvania 
cases seem to be incorrect both in law and in economics. 

The third case in which the question of a franchise tax is 
of importance is in connection with the subject of interstate 
commerce. The growth of the interpretation put upon the 
principle that no state may levy a tax interfering with interstate 
commerce will be more fully discussed hereafter.* It may be 
stated here, however, that in a large number of cases it has 
been held that a tax on the franchise of a domestic corporation 
is valid even though the value of the franchise is measured by 
the gross receipts, a part of which are derived from interstate 
commerce.^ Were the tax not a franchise tax, it might be 
invalid as a tax on interstate business. 

It will be seen from the above review that the entire treat¬ 
ment of this kind of a franchi.se tax is based largely on a legal 
fiction. The conception is legal, not economic. It was de¬ 
vised by the legislatures and extended by the courts in order 
to evade the evil results of the general property tax.^ It is 
remarkable that in the state of New York, where the common¬ 
wealth tax on capital stock is held to be a franchise tax, the 
local tax on capital stock, which is levied in almost the identical 
way, is held to be a property tax. In the local tax a deduction 
must be allowed for any non-taxable property in which the 
capital may be invested; in the state tax no such deduction 
is permitted.'* Such a distinction is economically incorrect, 

* Infra, pp. 264 el seq. 

’State Tax on Railway Gross Receipts, 15 Wall. 284; Maine vs. Grand 
Trunk R. R. Co., 142 U. S. 217; People vs. Wemple, 117 N. Y. 136, and 
other oases cited below. 

’This is apparent from the New York law of 1866, chap. 761, which 
declared the privileges and franchises of savings banks to be personal prop¬ 
erty, and taxable to an amount not exceeding the gross sum of the surplus 
earned. In Monroe County Savings Bank vs. City of Rochester, 37 N. Y. 
365, the law was upheld, although the bank had a portion of its property 
invested in United States bonds. The court held that since the tax was 
upon a franchise it was unimportant in what manner the property of the cor¬ 
poration was invested. “The reference to property is made only to ascer¬ 
tain the value of the thing assessed.” 

‘ People vs. Barker, 139 N. Y. 55; People as. Commissioners, 72 Hun, 
126; People vs. Coleman, 126 N. Y. 433. 
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however defensible it may be on the legal ground that in the 
one case we are dealing with a tax on property and in the other 
with a tax on privilege. Except in so far as corporations may 
be made to pay for their charters, there Ls no reason why they 
should be put on a different footing from joint-stock companies 
or other associations. The ability of an association to pay—its 
earning power—is not changed a whit by the simple fact of in¬ 
corporation. The privilege of limited liability, however im¬ 
portant it may be to the individual stockholders and however 
great the amount that may be demanded for the privilege as a 
condition precedent to organization, does not alter the taxable 
capacity of the association after it has once become a corpora¬ 
tion. If the corporate franchise, in the sense of the privilege of 
being a corporation, itself constituted the only justification of a 
tax, how would it then be possible to tax unincorporated com¬ 
panies in the same way? And yet to exempt the latter would 
clearly constitute a glaring economic inequality. 

The value of the franchise from the economic point of view 
consists in the earning capacity of the corporation. That is 
the real basis of all taxation and can best be gauged by the 
amount of business done. It will be remembered that the court 
says: ‘ Whether the tax upon a domestic corporation be called 
a tax upon franchise or upon business is wholly unimportant.” * 
We may go farther and say that from the economic standpoint 
it is wholly immaterial whether tlie tax upon any corporation 
be called a tax on franchise or a tax on business. In an economic 
sense the franchise tax means nothing at all. It is so utterly in¬ 
definite that it defies exact analysis. However valuable it 
may be to the lawyer in the effort to evade certain constitutional 
restrictions, to the student of the science of finance it is a useless 
conception. 

If we sum up the above discussion as to the two kinds of 
franchise tox which we have been studying—the franchise tax 
as a property tax and the franchise tax as a non-property tax— 
we are in a position to gauge its real value. The first kind of a 
franchise tax, as we now know, was devised in order to fit a 
concept based primarily upon earnings or income into a system 
of taxation based on property or capitalized income. The second 
kind of a franchise tax was devised, as we have seen, to over¬ 
come the still remaining difficulties of a property tax. The 
objection to the first kind of a franchise tax is that as a property 
> 96 N. Y. 396. 
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tax it is a mere piece of guess work, leading to arbitrariness and 
furnishing no opportunity for effective redress on the part of 
the taxpayer. The objection to the second kind of a franchise 
tax is that it is a mere makeshift or legal subterfuge. Both 
kinds of franchise taxes furnish eloquent testimony to the 
shorteomings of a tax sy.stem where the criterion of ability 
to pay is still made to reside in property rather than in product 
or income. For all the manifold complications and litigations 
that attend the American franchise tax are unknown elsewhere 
in the world where the general test of faculty in taxation is 
considered to be income rather than property. The problem 
of the franchise tax is a part of the problem of the general 
property tax; if we ever shake off the incubus of the general 
property tax theory, as we are bound to do in the not distant 
future, the entire problem, and the conception itself, of the 
franchise will disappear from the realm of taxation. 

II. Economic Theory 

Let us therefore leave this whole subject of franchise taxation 
and attempt to analyze the economic principles underlying 
the taxes actually in vogue, irrespective of the question whether 
they are called franchise taxes. It will be best to take them up 
in the order adduced above.* 

The general property tax, or the taxation of the corporate 
realty plus its visible and invisible personalty at its actual value, 
assessed piecemeal by the local assessors as in the case of in¬ 
dividuals. It will not be necessary to show the inadequacy of 
this primitive plan; all the actual reforms are moving away 
from it. With the variation of this system known as the ad 
valorem tax, assessed by a state board under the unit plan, we 
shall deal below. But so far as the general property tax with 
local piecemeal assessment is concerned, we may conclude with 
the railroad tax commission of 1879, that as a system it is open 
to almost every conceivable objection.^ 

The cost of the property. As a basis for taxation this is even 
less defensible than the value of the property. For no one 
would assert that the original cost of corporate property bears 
any necessary relation to the present v^ue, much less to its 

* Supra, pp. 219-220. 

’ Taxation of Railroads and Railroad Securities, by C. F. Adams, W. B. 
Williams and J. H. Oberly (1880), p. 8. 
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present earning capacity. This method is so obviously unjust 
as to deserve no further mention. 

Tlie capital stock at its market value. This plan is open to 
several vital objections. The idea is that the market value 
of the stock will be practically equivalent to the value of the 
property, or, as it is put by some of our state courts, that 
the entire property of a corporation is identical with its stock. 
As ha.s already been observed, heavily bonded corporations 
would in this way entirely escape taxation; because in such 
cases—and they are the great majority—the capital stock 
alone would not represent the value of the property. Secondly, 
even in the ca.se of corporations without any bonded debt, 
the tax is unjust, because it does not necessarily bear any rela¬ 
tion to the earning capacity. If a company without bonded 
debt pays dividends, the value of the stock is indeed a fair index 
to earning capacity; its value would represent the capitalized 
earnings. But if there arc no diviihuid.s, the value of the capital 
stock is wholly uncertain and largely speculative, depending 
on the manipulations of the stock exchange. It frequently 
happens that non-dividend-paying stock fluctuates in value 
from thirty to fifty per cent within one year. A standard of 
taxation which in such large classes of cases bears no propor¬ 
tion to the earning capacity or prodiudiveness of the property 
clearly cannot be successfully defended. We can again agree 
with the railroad tax commission in their conclusion that the 
tax on the value of the capital stock is “clumsy and devoid 
of scientific merit,” that it “would admit of evasions in a most 
obvious way,” and that “it is impossible of any general appli¬ 
cation.” * 

The New York statute which governs the taxation of cor¬ 
porations for local purposes requires the capital .stock to be 
assessed “at its actual value in cash.” In determining the 
“actual” value, the assessors may take “book value,” i.e. a 
value obtained by estimating the assets separately and deduct¬ 
ing from the aggregate the total amount of the liabilities, 
actual or contingent.* The latter method is employed when the 
. market value of the stock is fictitious or artificially inflated, but 
in principle is open to precisely the same criticism as the other 

> Report, etc., p. 7. C/. the Report on the Valuation and Taxation 0 } 
Railroads, to the Pennsylvania Tax Conference, 1894, written by Mr. 
Joseph D. Weeks. 

•107 N. y. 541. 
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method. In fact, the objections are rather stronger; for, whereas 
in the case of the tax on capital stock according to market 
value the bonded indebtedness is not taxed at all, in this case 
the bonded indebtedness is actually deducted. Under the 
New York law it has been decided that “capital stock” does 
not necessarily mean share stock, but the capital owned, the 
fund required to be paid in and kept intact as the basis of the 
business enterprise. When the capital is undisclosed, the assessor 
may consider the market value of the shares as an aid in dis¬ 
covering the capital, but not as the thing to be valued and 
assessed.* In the state franchise tax, however, whenever the 
law requires the “ intrinsic or actual value ” of the stock to be 
ascertained, it has been held that book value does not govern 
the valuation, but that the good will is also to be included.^ 

According to the Pennsylvania law of 1891 the capital stock 
on which the tax is a.ssessed is to be appraised “at its actual 
value in cash, not less however, than the average price which 
said stock sold for during said year and not less than the price 
indicated or measure by net earnings, or by the amount of profits 
made and either declared in dividends or carried into surplus 
or sinking funds.” This has led to much litigation. It has been 
decided, for instance, that the price at which the shares sell 
in the market is not conclu.Sive;^ and in a more general way 
that the actual value in cash is to be determined by “ considering 
the value of the tangible property, the amount of its business, 
the rate of dividends declared, and the extent and value of its 
good will, franchises, and privileges, as indicated by the evidence 
bearing upon those subjects at that particular time.* The 
result is that in practice the taxation of capital stock, by such 
a method of appraisal, does not differ much from the ad valorem 
system mentioned below. 

The capital stock at its par value. This method is open to all 
the objections of the preceding and to many more in addition. 
Moreover, it is peculiarly liable to evasion. For example, in 
New York it was a common practice, before the recent reduction 
of the rate to a minimum, for corporations to evade the organiza- 

* People vs. Coleman, 126 N. Y. 43.3, distinguishing many preceding cases. 
See also People ns. Commissioners, 72 llun, 126 (1S94). 

’People ex ret. J, B. Co. vs. Roberts, .37 App. Div. 1 (1899); and People 
ei ret. Johnson Co. rs. Roberts, 1.59 N. Y. 70 (1899). 

* Com. vs. Philadelphia Co., 164 Pa. 284 (1894). 

* Com. »s. John W. Haney Co., Urn., 1 Dauph. Co. Rep. 184 (1895); 
cf. Com. vs. Del., Susq. & S. R. R. Co., 165 Pa. 44 (1894). 
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tion tax by issuing a nominally small capital, but selling it to 
the stockholders at a premium of several hundred per cent; 
the market value of the stock thus being many times the 
par value. The sole recommendation of this plan is the facility 
of fixing a basis for iisscssment; but this docs not compensate for 
its obvious defects. The par value of sto(^k is no gauge of either 
the real worth of the property or its earning capacity. 

The capital stock plus the bmded debt at the market value. 
The justification for adding to the value of the stock the value 
of what the company owes, in the shape of its funded debt, 
is the fact that the indebtedness makes the stock worth just so 
much less. The sum of the two elements is a better index to the 
value of the property than the capital stock alone. This method, 
while preferable to any that has hitherto been discussed, is yet 
not entirely free from objections. The proceeds of the tax will 
accrue not to the state of the owner’s residenco, but to the 
state whore the emporate properly is situated. Secondly, 
the market value of bonds depends not only on the rate of 
interest but also on the life of the security. Two (companies may 
have raised exactly tluc same amount from the sale of 6% bonds, 
and yet at any given time the lionds of the one corporation 
may have a long time to run and thoisc of thec other corporation 
only a short time. If the nonnal rate of interest has fallen 
to let us say 4%, the market value of the bonds of the first 
corporation will be far higher than that of the bonds of the 
second corporation. Yet the discrepancy represents not any 
differctice in the value of the respective corporate properties, 
but simply the difference in the amortization quota of the 
two (classes of bonds.’ Thirdly, when the tax is on bonds as 
well as on stock it will be inadccquate, because applicable only 
to the bonds owned by residents of the state. It the tax is, 
however, Iccvicd not on the bonds, but on a valuation equal to 
the stock plus bonds, this objccction may be obviated. Both 
these points will be discussc'd more fully below. Fourthly, 
in all thcjse cases where the corporation pays no dividends and 
its stock nevertheless poss(!SS(\s a speculativic value, the tax, 
for the reasons adduced above, will not necessarily bear any 

' This inequality will in some cases be partly compensated by a change 
in the value of the stock. Although the bonds that mat ure earlier are worth 
less, the stocksof the “short-term” companies are apt to be worth more 
because of the ability of the corporation to refinance on more favorable 
terms. 
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relation to the earning capacity of the company. In short, while 
this method is far better than the taxation of capital stock, 
it does not avoid all the objections that have been urged against 
the latter. 

There remain thus only the taxes on earnings, on business, 
on dividends and on profits. 

The gross earnings. This tax was the one recommended by 
the railroad tax commission. It possesses many undeniable 
advantages. It is certain, easily ascertained and not susceptible 
of evasion. But it has one serious defect;—it is not propor¬ 
tional to the real earning capacity, it takes no account of the 
original cost, nor does it pay any regard to the current expenses, 
which may be necessary and just. For example, when the 
cost of building a railroad is great, its gross earnings must be 
correspondingly large in order to enable its owners to realize 
any fair return on the investment. A tax on gross earnings 
does not recognize this distinction. It discriminates unfairly 
between companies, and makes a line built at great expense 
and with great risk pay a penalty for the enterprise of its con¬ 
structors. Again, a gross earnings tax takes no account of 
expenses. Of two corporations which have equally large gross 
receipts, one may be in a naturally disadvantageous position 
which unduly increases the cost of operation or management. 
Clearly its ability to pay is not so great as that of its rival in 
possession of natural advantages. Above all, the gross earnings 
tax makes no allowance for good management. If a corporation 
is managed with such ability that its business increases greatly, 
this will ordinarily mean a great increase in gross receipts; 
while, on the other hand, the net receipts or profits, although 
also larger, will almost surely increase not indeed in a smaller 
ratio, but to a smaller actual extent, than gross receipts. For 
with a larger business there come greater expenses. The prospect 
of increased net receipts is of course the stimulus to activity 
on the part of the owner; but if the tax is imposed on gross 
receipts, that stimulus will be 'pro tanto weakened. Thus a 
tax on gross receipts is really a tax on enterprise and foresight, 
and a premium on supineness or inactivity. In short, the 
gross receipts tax is like the old tithe, the most primitive of 
all land taxes. 

These defects in the proportional earnings tax are so ap¬ 
parent that several commonwealths, as we know, have intro¬ 
duced, in the case of railroads at least, the graded gross earnings 
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tax, the rate per cent increasing with the earnings. But this 
system removes the objection only in part; for the graduation 
takes place only up to a certain point. Above all, there is no 
guarantee that the increase of net receipts will correspond to 
the increase of the gross receipts. There is no necessary con¬ 
nection between them. A corporation with gross receipts of 
five thousand dollars per mile may have actually less net receipts 
than one with four thousand dollars per mile. In such a case 
a graded earnings tax would intensify the disadvantages of 
the first line and augment the injustice. To tiix gross earnings 
•is, therefore, in theory at least essentially a slip-shod method. 
In practice, however, as we shall see, its administrative advan¬ 
tages are so marked as to render the gross earnings tax under 
certain circumstances desirable. 

The hidncss tranmeted. This tax, while closely analogous 
to the gross earnings tax, does not possess all its advantages. 
The business may be large but not lucrative. An extensive 
business does not mean even proportionally extensive gross 
earnings. The business transacted is an exceedingly rough 
way of ascertaining the prosperity of a corporation. It affords 
no accurate test of profits, and fails to take account of the 
personal equation which may make all the difference between 
good and bad management. Clearly, the tax on business is but 
a clumsy device. 

The dividends or the capital stock according to dividends. 
Economically speaking these taxes are the same; but from 
the legal point of view, at least according to the opinion of 
the Supreme Court, there is a decided difference. The dis¬ 
tinction is brought out in connection with the subject of extra¬ 
territoriality, and will be fully discussed below. We are here 
dealing only with the economic problem. 

The dividends tax, it may be said, is good so far as it goes; 
but it does not go far enough. It is indeed true that some 
of the objections are slight. Thus it has been contended that 
this tax fails to reach the profits which are not divided but 
which are simply put into a reserve fund; and some common¬ 
wealths have even sought to obviate the supposed difficulty by 
providing that the tax should apply to the dividends, whether 
declared or merely earned and not divided. This objection, 
however, is not of great importance; for even if the undivided 
earnings are not taxed, they go into the reserve or surplus fund; 
and as this increases the corporate capital, it must in the long 
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run lead to increased earnings on the larger capital. Since 
the surplus cannot be increased indefinitely, it will ultimately 
find its way to the shareholders as dividends, and thus become 
liable to the tax. 

Another objection which might be urged is that a corpora¬ 
tion may devote a portion of its earnings to new construction 
or to new equipment. This expense may be defrayed out of 
profits, instead of from the capital or construction fund. The 
dividends in such a case, it might be said, do not represent the 
actual earning capacity of the enterprise. While this is true 
temporarily, the improvements made by the corporation 
necessarily enhance the value of the property and ultimately 
lead to increased dividends, so that in the long run a tax on 
dividends would still reach the corporation. 

The real objection to the dividends tax is of quite a different 
character. It is inadequate when applied to those corpora¬ 
tions which have bonded indebtedness. Thus one corporation 
having no bonds may earn enough to pay dividends of five 
per cent on its stock, while another, with the same earnings, 
may have devoted half to the payment of interest on bonds, 
and only half to the payment of dividends. A tax on dividends, 
while nominally just, would be actually most unjust, for one 
corporation would pay just twice as much as the other. The 
objection has been recognized in American legislation, but only 
once. The United States internal revenue law of 1864 pro¬ 
vided for a five per cent tax (raised from three per cent in 
1862), which, in the case of railroads, canals, turnpike, naviga^ 
tion and slackwatcr companies, was imposed on all dividends, 
as well as on all coupons or on all interest, on evidences of 
indebtedness and on all profits carried to the account of any 
fund. In the case of those companies which were not presumed 
to have any bonded debt, like banks, trust companies, savings 
institutions and insurance companies, the tax was imposed 
only on dividends and surplus. The federal law, indeed, 
violated strict consistency in imposing a gross earnings tax 
also on transportation and on certain insurance companies; 
but the correct implication in the law was the inadequacy of 
a tax on dividends alone. On the other hand, the federal law 
of 1909 imposing an excise tax of 1% on the “net income” 
of corporations is open to serious objections. For it permits 
among the deductions from gross income all interest actually 
paid in the year on bonded or other indebtedness up to an 
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amount of debt equal to the paid up capital. That is, since 
interest on the bonds is not taxable, the tax is virtually levied 
on dividends, or at all events on the sums available for divi¬ 
dends. In fine the objections to the dividends tax are closely 
analogous to those which we found in the capital stock tax as 
compared with the tax on stock plus debt. Its great defect 
is that it reaches only a part of the corporate earning eapac- 
ity. 

We thus come finally to the tax on net earnings, or rather 
on net receipts, profits or income. This is the most logical 
form of corporate taxation. Tlie tax is not, like the gross 
earnings tax, unequal in its operation. It holds out no induce¬ 
ment, like the general property tax, to check improvements. 
It is just; it is simple; it is perfectly proi)ortional to productive 
capacity. In short, it satisfies the requirements of a scientific 
system. 

Several objections, however, might be raised to a tax on net 
receipts. One is that the accounts may be “ cooked ” by paying 
unduly large salaries to the officers; that is, the profits may bo 
divided as nominal expenses, thereby leaving very insignificant 
net receipts or none at all. This objection, however, would not 
apply at all to the vast majority of corporations, whose stock or 
bonds arc held by outside parties, that will not consent to see 
their dividends or interest curtailed by any practices of this 
nature. The danger can be real only in respect to the few cor¬ 
porations in which the stock is owned entirely by the managers. 
But these are chiefly manufacturing corporations, which, as 
we know, arc usually exempted from the general corporation 
tax. Even here, however, the danger is not very great. We 
hear of no complaints on this score in the American common¬ 
wealths where the net receipts tax prevails; and in Europe, 
where this method of taxation is well-nigh universal, the objec¬ 
tion has never been raised. It may thus be pronounced of little 
importance. 

Secondly, it may be contended that the tax is impracticable 
in the case of great railroad corporations which, having leased 
lines in other states, are interested in so manipulating the’ 
traffic that the heavily mortgaged leased lines will earn little or 
nothing above fixed charges. Such cases are very common. 
The commonwealths in which such leased lines are situated will, 
it is argued, be robbed of the whole benefit of the tax; since the 
proceeds accrue to the state of the parent company. In reality, 
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this objection arises simply from a quibble about words. Of 
course net receipts must be strictly defined. The logical basis 
of corporate taxation is the total annual revenue from all sources 
minus all actual expenditures except interest and taxes. The 
reason for not deducting fixed charges, i.e. interact on the bonds, 
is the same as that which leads some of the states to levy the 
railroad tax on capital plus debt, and which made the federal 
government in 1864 tax coupons as well as dividends. Both 
together represent earning capacity.* Although the interest 
on the funded debt is known by the name of fixed charges, it 
is really part of the profits which, in the absence of funded debt, 
would go to the shareholders as dividends. It would obviously 
be suicidal so to frame the definition of net receipts as to ex¬ 
clude this interest on bonds. Net receipts of a corporation mean 
gross receipts minus actual current expenses. Any other defini¬ 
tion would confuse the whole conception. 

In several commonwealths some very dubious and arbitrary 
distinctions have been attempted. The Minnesota courts have 
held that “earnings” means only receipts from operation.^ 
Under the New York law it has been held that “ income ” means 
gross income, and that “profits” means gross profits, not clear 
profits; ® but this decision was owing to some peculiarities of the 
statutory phraseology. From the standpoint of the science of 
finance we understand by “income,” net income, and by “prof¬ 
its,” only net profits. So in Peimsylvania and Alabama it has 
been held that income, gains or net earnings means the whole 
product of the business, deducting nothing but expenses.'* 
In Pennsylvania it has been well settled that net earnings are 
the excess of gross earnings over the expenditures incurred in 
producing them and the amount incurred in necessary repairs, 
but not including the amount expended in enlarging or ex¬ 
tending the works.® The Thurman law, indeed, which regulated 
the relations of the federal government to the Pacific railroads, 
defined net earnings in a different way, viz., as the gross earnings, 

‘ Cf. supra, pp. 106-107. 

. ‘Staters. Railroad Co., 30 Minn. 311. 

• People vs. Supervisors of Niagara, 4 Hill, 20; People vs. Supervisors of 
New York, 18 Wend. 605. 

* Commonwealth vs. Pa. Gas Coal Co., 62 Pa. 241 (1869); Board of Rev¬ 
enue vs. Gas Light Co., 64 Ala. 269. In the case of mines, “net proceeds ” 
have been defined; Montana Code, § 1791. 

‘ (3om. vs. Minersville Water Co., 13 Pa. C. C. 17 (1893); and Com. vs. 
Sharon Coal Co., 164 Pa. 284 (1894). 
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deducting “the necessary expenses actually paid within the 
year in operating the lines and keeping the same in a state of re¬ 
pair,” and also deducting “the sums paid by them in discharge 
of interest on their first mortgage bonds,” but “excluding all 
sums paid for interest on any other portion of their indebted¬ 
ness.” ^ The explanation of this arbitrary definition lies not in 
any economic principle but in a particular legislative provision 
whereby the first mortgage bonds were given precedence over 
the government liens. The Supreme Court has held that “net 
earnings” as here used exclude expenditures for new construc¬ 
tion and new equipment.” In Virginia the taxable net income of 
corporations was formerly ascertained by “ deducting from gross 
receipts the costs of operation, repairs, and interest on indebt¬ 
edness.” So also by the federal law of 1909 the excise tax is 
vitually levied only on corporate dividends; but this, as we have 
seen, is economically incorrect. Interest on bonds should not be 
exempted. 

If it be desired to obtain in the case of railroad companies a 
more exact definition of net receipts or income, the following 
would be a sound method of procedure: Gross receipts consist 
of all earnings from transportation of freight and passengers, 
receipts from bonds and stocks owned, rents of property and all 
miscellaneous receipts from ancillary business enterprises or 
otherwise. From these aggregate gross receipts we should 
deduct what are classified by the Interstate Commerce Com¬ 
mission as operating expenses.’ No deduction should be made 
for fixed charges, i.e. for taxes or for interest on the debt, or for 
the amount used in new construction, in betterments, in invest¬ 
ments, in new equijjmcnt, or for any of the expenditures that 
find their way into profit and loss account. 

The method hero suggested would lead to the abolition of 
one of the serious abuses of American nulway management— 
that of putting all possible expenses into the construction ac¬ 
count. The railways, for example, formerly often failed to 

' Act of May 7,1878,45th Cong, 2d Sees., chap. 96, sec. 1. 

’ Union Pacific R. R. Co. va. United States, 99 U. S. 419. 

’ The operating expenses which it is permissible to deduct from the gross 
receipts are defined as “maintenance of way and structures” including: 
“ repairs of roadway and renewal of rails and ties; repairs and renewal of 
bridges and other structures; maintenance of equipment; conducting trans¬ 
portation, including: salaries and wages in the operating department, 
supplies, oar mileage, switching charges, damage for injuries, advertising, 
outside agencies and commissions; and general expenses.” 
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charge the maintenance and repair of their rolling stock to cur¬ 
rent expenses. When the equipment has become unserviceable, 
new stock is bought and charged to the construction or to the 
profit and loss account. In the meantime the nominal earnings 
of the railway seem large, and the managers reap whatever 
temporary benefit they may desire. The taxation of net profits 
in the sense that has been indicated would tend to check this 
practice, since deductions would be allowed for maintenance, 
but not for new equipment. A tax on net receipts, thus, prop¬ 
erly defined, would possess not only a financial, but also a wider 
economic advantage. 

The federal corporation tax of 1909 gives a definition of net 
income which is clear and satisfactory, with the exception, as 
noted above, that it permits deductions for taxes and for inter¬ 
est on debt. Omitting these two points, the definition is as 
follows: 

“Such net income shall be ascertained by deducting from the gross 
amount of the income received within the year from all sources: (First) 
All the ordinary and necessary expensc.s actually paid within the year 
out of income in the maintenance and operation of its business and 
properties, including all charges such as rentals or franchise payments, 
required to be made as a condition to the continued use or possession 
of property; (second) all losses actually sustained within the year and 
not compensated by insurance or otherwise, including a reasonable 
allowance for depreciation of property, if any, and in the case of in¬ 
surance companies, the sums other than dividends paid within the 
year on policy and annuity contracts and net addition, if any, required 
by law to be made within the year to reserve funds: [(third) and (fourth) 
omitted as representing taxes and interest]; (fifth) all amounts received 
within the year as di^^dends upon stock of other corporations, etc., 
subject to the tax herein imposed.” * 

So far as intra-state carriers are concerned, most of the state 
commissions now follow the system prescribed by the federal 


’ In an interesting memorandum by a number of prominent accountants 
attention is calhsl to the fact that it would have been far more in consonance 
with modem accounting methods to substitute for the words “expenses 
actually paid” the words “expenses actually incurred”; and for the words 
“losses actually sustained” the words “losses actually ascertained”. See 
The Corporation Tax Law of 1909. A lelhx to the Members of the American 
Association of Public Accountants together with Copies of Correspondence wUh 
the Attorney General. New York, 1909. 
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commission. As to other public-service corporations less prog¬ 
ress has been made, although the public-utility commissions 
in some important states like New York, New Jersey and Wis¬ 
consin have laid down equally minute rules applicable to these. 
With every year, therefore, the objections to the net earnings 
rule based on inability to define net earnings are losing 
force. 

A final objection, occasionally urged, is that the net eariungs 
tax is inadequate for the reason that corporations sometimes 
have no net earnings while the government always needs a 
revenue. This objection, however, is without much weight. 
For if the accounts are carefully prescribed, the absence of net 
earnings will be far less frequent than is commonly feared; and 
if it nevertheless happens that in any particular year a given 
corporation actually earns nothing, there is no reason why it 
should be called upon to i)ay the tax. If the rule—no net earn¬ 
ings taxation because of th(^ possibility of no net earnings were 
strictly followed, it would render impossible any general income 
tax on individtials; and yet, as we know, the tendency through¬ 
out the world is towards an income tax. The fact that individ¬ 
uals here and there fail to secure an income from their business 
or otherwise is not considered any valid objection to the imposi¬ 
tion of an income tax in general. Corporations, like individuals, 
normally make profits; and where losses are incurred by some, 
they are more than compensated by the profits of others. The 
public revenue continues because of the balance of profit mak ¬ 
ers. Moreover it must not be forgotten that under a proper 
system of taxation, a corporation even without any net earn¬ 
ings would still be subject to taxation on its real estate tor local 
purposes. But to tax a corporation for state purposes on its 
property when the property yields nothing, or on its gross 
receipts when the receipts are all swallowed up by necessary 
expenses, is assuredly not to be defended on any principle of 
equity, as a permanent rule. Above all, however, if in the 
exceptional case of no net earnings it is still desired to secure 
a revenue it is easy to adopt the simple solution of the problem, 
as practised in Austria.^ The tax there is levied on net earnings, 
but in no case is permitted to be less than a certain percentage 
of the corporate capital. In this way net earnings are reserved 
as the normal basis of the tax, and yet some revenue is assured 
to the government. 

‘ Cf. infra, p. 263. 
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III. Practical Reforms 

It is clear from the above discussion that the various methods 
that have been reviewed, have both advantages and drawbacks. 
Practically, however, there are two fundamental questions: 
(1) Shall we choose a tiix on property in preference to a tax 
on earnings? and (2) If the first question is answered in the 
negative, shall we choose a tax on gross earnings in preference 
to one on net earnings? 

The problem involved in the first question is the advisability 
of the ad valorem system. This .system, it will be remembered, 
differs from that of the general property tax discussed above,* 
in that the assessment of corporate property is made as a unit 
by a state board. 

There is no doubt that the ad valorem sy.stem constitutes a 
decided advance over the primitive methods of the general 
property tax, not only because a valuation according to the 
unit rule, conducted by a state board, is at once more effective 
and more equal than the disjointed sy.stem, or lack of system, 
involved in the piecemeal asse.ssment by local officials; but 
also because the ad valorem system now u.sually includes the 
value of the franchise, which it is well-nigh impossible to reach 
by local methods. So much can freely be admitted. But 
what shall be said of those states, like Michigan and Wisconsin, 
which have reverted from an earnings to an ad valorem system? 
Are we to consider this a step forward or a step backward? 

The reasons for this reversion were twofold. In the first 
place, the earnings tax was imposed on gross earnings and 
some dissatisfaction was manifested with the lack of equality 
as between the corporations. We arc told that “ the principal 
objection was the inequalities produced in the relative amount 
of taxes paid by the different companies. The plan provided 
for a certain per cent of the gross earnings per mile and was 
graduated. It may have been the fault of the graduating, 
but the fact remains that the tax was not an equitable one and 
the system was abolished.”^ As a matter of fact, however, 
this was not the principal objection. Of far greater weight was 
the second reason for the change, namely, the desire for so- 
called equal taxation as betw’een individuals and corporations. 

' Supra, pp. 14.5-148. 

*C/. Sixth Report of the Board of Tax Commissioners. Lansing, 1911, 
p. 65. 
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commission. As to other public-service corporations less prog¬ 
ress has been made, although the public-utility commissions 
in some important states like New York, New Jersey and Wis¬ 
consin have laid down equally minute rules applicable to these. 
With every year, therefore, the objections to the net earnings 
rule based on inability to define net earnings are losing 
force. 

A final objection, occasionally urged, is that the net eariungs 
tax is inadequate for the reason that corporations sometimes 
have no net earnings while the government always needs a 
revenue. This objection, however, is without much weight. 
For if the accounts are carefully prescribed, the absence of net 
earnings will be far less frequent than is commonly feared; and 
if it nevertheless happens that in any particular year a given 
corporation actually earns nothing, there is no reason why it 
should be called upon to i)ay the tax. If the rule—no net earn¬ 
ings taxation because of th(^ possibility of no net earnings were 
strictly followed, it would render impossible any general income 
tax on individtials; and yet, as we know, the tendency through¬ 
out the world is towards an income tax. The fact that individ¬ 
uals here and there fail to secure an income from their business 
or otherwise is not considered any valid objection to the imposi¬ 
tion of an income tax in general. Corporations, like individuals, 
normally make profits; and where losses are incurred by some, 
they are more than compensated by the profits of others. The 
public revenue continues because of the balance of profit mak ¬ 
ers. Moreover it must not be forgotten that under a proper 
system of taxation, a corporation even without any net earn¬ 
ings would still be subject to taxation on its real estate tor local 
purposes. But to tax a corporation for state purposes on its 
property when the property yields nothing, or on its gross 
receipts when the receipts are all swallowed up by necessary 
expenses, is assuredly not to be defended on any principle of 
equity, as a permanent rule. Above all, however, if in the 
exceptional case of no net earnings it is still desired to secure 
a revenue it is easy to adopt the simple solution of the problem, 
as practised in Austria.^ The tax there is levied on net earnings, 
but in no case is permitted to be less than a certain percentage 
of the corporate capital. In this way net earnings are reserved 
as the normal basis of the tax, and yet some revenue is assured 
to the government. 

‘ Cf. infra, p. 263. 
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a differentiation of taxation. Moreover, it is none the less 
true that equality does not necessarily mean the identical tax 
at the same rate on every particular piece of property. But 
if this is so, and if, as is now not infrequently the case, we 
select certain kinds of property and tax them in a different 
manner or at a different rate, why, it may be asked, is not the 
same method applicable to corporations also? The cry for 
“equal taxation” reflects credit on the general intuition or 
instinct of the partisans of the ad valorem system, but it does 
not reflect the same credit on their knowledge. For a more 
adequate acquaintance with fiscal theory would have brought 
them to the conclusion that the equal taxation of property in 
modern times does not necessarily mean the equal taxation of 
the property owner; or to put it in another way, that the equal 
taxation of the taxpayers—whether individuals or corporations— 
does not necessitate an equal taxation of their property. The 
test of equality under modem conditions is as we now know 
no longer to be found in the undifferentiated mass of property. 

It is instructive to note, moreover, that in the very state 
where the battle for ad valorem taxation was won on the plea 
that corporate property was undertaxed, the old principle 
should be thrown overboard, in the face of the well-founded 
complaints on the part of some corporations that they are 
now overtaxed. We read in a recent report of the special com¬ 
mission in Michigan the following; 

“This complaint (of inequality) must be considered in connection 
with the fact that the properties to be assessed by the .state board of 
as.sessors forms a class different from that assessed under the general 
tax law. Where it is possible to separate, property into classes for 
purposes of taxation, it is permissible to impose varying rates upon 
the different classes. 

“It is not the purpose of this system to make a discrimination be¬ 
tween the two classes, but if, incidentally in the process of adminis¬ 
tration, discrimination through a difference in rates ari.ses, that fact 
does not even make a prima facie case against the equality of the tax 
levied through such a board of assessors or against the validity of the 
law.” * 

In other words, “equal taxation” is to be invoked when it 
means a remedy for the relative over-taxation of individuals; 

* Report of Commission of Inquiry into Taxation. Lansing, Michigan, 
1911, p. 53. 
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but it is not to be invoked when it means the relative over¬ 
taxation of corporations. 

We may go still further and say that, entirely irrespective of 
the question of the basis of taxation, the attempt to put corpora¬ 
tions and individuals on precisely the same plane in matters of 
taxation is based upon an essentially erroneous theory and that 
it fails to distinguish between the principles applicable to nat¬ 
ural and to artificial personalities. For a corporation, after 
all, is a fictitious entity whose economic power consists of that 
of its stockholders and bondholders. The fundamental point 
of our whole contention is that corporations should not be 
treated like individuals, but should be subjected to special 
forms of taxation. It is gratifying to sec that the truth of this 
contention is now being recognized by the specialists in Germany 
and Switzerland—the two countries where the most active 
discussion of these topics, outside of the United States, has 
taken place *—as well as by those of this country ^ and Canada. 

* “Gewiss i.st bei den Aktiengcsellschaftcn eine bcsondcrc Stcuerkraft 
vorliandcn, iiber diesclbo kann durcli die allgemeinen Subjektsteuem von 
Vermogen und lirvvcrb iii(dit in goeignetor W('i.se in Anspruch genommen 
werden. Unser Wirtsdiaflslebcn ist. so komplizirt, diiss die Bubjektsteuem 
allein zu; Verwirkliehung dor Prinzipion dor allgoinoinon und gerechten 
Besteucrung nieht ausroiehon. Diizu ist oin System verschiedenartiger 
Steuern noivvendig . . . und in <‘inem soldien Stouersystem darf cine 
speziello Akti(‘ngcsellschafts.s(euor nidit fohlcn. Donn aut die Akliengescll- 
sdiaften milssen, dem Wesen dioser Korporat ionen entsprechend, bes- 
onderc Steuergrundsiitze Anwendung findon.”—Dr. W. Gerloff, Die 
kantonale Besteuerung tier AktkngeseUschiften in der Schweiz. Bern, 1906, 
p. 190. 

A similar condusion is reached by the chief German writer on the sub¬ 
ject. “Fassen wir da-s Krgebnis unsrsrer kritischen Betrachtung der Be- 
Bteucrung der Aktiengesellschaften durch die deutschen Personalsteuem 
zusammen, so milssen wir als den Grundfehler der deutschen Gesetzgebung 
bezeichnen, dass sie sich an die juristi.sdie Personlichkeit der Akti- 
engcsellschaft klammert, den wirthsohaftlichen Charakter der Unterneh- 
mungsform aber in keinerlci Woise berllcksichtigt. Von diesem rein forma- 
len Ausgangspunkte aus gelangt sie dazu, die Aktiengesellschaften den 
physischen Personen nicht bloaz in handelsrcchtlicher, sondern auch in 
steuerlicher Beziehung gleich zu slellen (italics mine). Dass aber dieses 
tiber einen Kamm Scheren nicht ohne Gewaltanwcndung und ohne Hint- 
ansetzung der Prinzipien der Personalsteuem mUglich ist, zeigen schon die 
mannigfaltigen ModiOkationen die an den Steuergosotzen vorgenommen 
werden mussten um don fllr physi.sche Personen bestimmten Steuerrock 
auch tUr die Aktiengesellschaften einigermaszen passend zu machen.”—L. 
Blum, Die eteuerliche Aumulzung der Aktiengesellschaften in Deutschland. 
Stuttgart, 1911, pp. 1.32-133. 

» Cf. the conclusion of Dr. G. E. Snider in his careful study, The Taxaiim 
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The Canadian commission which was instituted to probe 
this question to the bottom puts the matter so clearly as to 
deserve quotation in detail. After a comprehensive statement 
of the actual facta and after pointing out the various distinctions 
of fiscal importance between individuals and corporations, the 
commission proceeds: 

“In the light of the facts here pointed out it is quite obvious that the 
popular belief and claim that corporate property can and should be 
as^ssed and taxed on exactly the same basis as private property is 
quite impossible of realization. A survey of the actual practice of 
taxation in different states and provinces reveals the fact that, where 
both corporations and private individuals are profes.scdly taxed on the 
same basis of real and personal proix'rty, the greatest inequality actu¬ 
ally prevails. Thus, if the tax is levied on tangible property . . . cor¬ 
porations are found to be taxed very lightly as compared with indi¬ 
viduals. But where the so-called ad valorem or general property tax 
has been applied to corporations, in such a way that their real and 
personal property is valued by capitalizing the income which the cor¬ 
porations derive from their whole business, as in the case of the new 
valuations in Michigan and Wisconsin, and, in milder form, in several 
other states, the result has been to very considerably overtax corpora¬ 
tions in proportion to private property. . . . To place the capitalized 
income of corporations upon the same basis as the general property 
of private individuals is plainly neither an accurate nor an equitable 
adjustment of taxation, as between corporate and private property. , 
of Gross Receipts of -Railways in Wisconsin, Puhlications of the American 
Economic Association, Third Series, vol. 7, no. 4, 1906. After quoting the 
statement of the Wisconsin commission that “The safety of all interests rests 
on the principle of uniformity between all classes of property . . . there 
must be equality between the classes as well as between the property in the 
same class,” Dr. Snider remarks (p. 120): “Such a program fails to rec¬ 
ognize modem industrial conditions and patent fiscal practices. . . . The 
tendency and necessity have been for segregation and classification rather 
than aggregation and unification of property. The industrial organization 
is now so complex that uniformity between classes of property is an indef¬ 
inite, indefinable and unattainable' ideal.’ What the Wisconsin and Mich¬ 
igan experience shows, what is made evident by the history of taxation in 
this country, is the selection of classes of property for special taxation. 
Real property has been the bearer in the past, corporations arc having es¬ 
pecial attention at present, and especially corporations receiving special 
privileges from the state. A frank recognition of the true state of affairs 
would do much to clear away the debris in our tax systems. . . . Had the 
WiMonsin commission frankly recognized this principle and said ‘we 
Irelieve that the railways are able to contribute more revenue to the state, 
and that it is desirable to levy a heavier rate upon them,’ the present sys¬ 
tem, based upon a false premise, with its possibilities of political corrup¬ 
tion, would not have been substituted for the tax on gross earnings.” 
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“Since then it is impossible to equitably tax private property and 
corporate property on the same basis, there is no necessary injustice 
or inequality in taxing them upon different principles or by different 
public authorities. In fact, it is the attempt to tax them both upon 
the same principle which works injustice and inequality, and it is only 
by taxing them upon different prindples suited to each form of prop¬ 
erty that it is po.s,sible to attain to approximate justice and equality.” ‘ 

We see then that the cry of “equal taxation ” is really not an 
adequate reason for the introduction of the ad valorem system. 
For in the first place “equal taxation of property ” is in modern 
times not real equality of taxation; and secondly, the equality 
of taxation so far as it is desirable at all can be brought about 
as well by an earnings tax as by an ad valorem tax. It is entirely 
a question of the rate. 

So much for the negative .side of the argument—namely that 
ad valorem taxation is not needed in order to achieve equality. 
We now come to the positive side of the argument—that the 
earnings tax is preferable. 

As we have seen above, if the basis of the corporation tax is 
to be put in terms of property, corporate property includes more 
than merely the physical property. The franchise or the 
imraatei'i.al elements in the property must be included. As 
soon, however, as an attempt is made to mea,sure the value 
of the franchise, recourse must be taken, as we have learned, to 
earnings. It is a commonplace of modern economics that capital 
is nothing but capitalized income; or, to put it in terms familiar 
to every business man, a business or a piece of property is 
worth what it will earn. As the Wisconsin commission puts it; 

“It is the financial rule in the markets of this country and all over 
the world, that the worth of property is dcterniined by what it will 
produce in income. If the ixirnmncncy of the income is assured from 
past results in operation, the risk of investment is less and the value 
more stable. The earnings in the. opinion of financiers is the final test 
of the value of corporate securities, and the estimate of the earning 
capacity of railroads formed by such men and acted upon in buying 
and selling of the securities in the market generally establishes the 
market price.” > 

> Report of Ontario Commission on Railway Taxation, Toronto, 1906, 

pp. 11-12. 

* First Biennial Report of the Wisconsin Tax Commission, Madison, 1903, 
pp. 185-186. In a later report the commission states; “ As to nearly all such 
properties, this capacity to produce income will ordinarily be the dominant 
factor in ascertaining values.” Fifth Report, 1911, p. 53. But the conclu* 
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Where individual pieces of property arc subject to purchase 
and sale in the market, the property or capital value is as 
readily ascertainable as the earning or income value. But 
where, as in the case of large corporations, there is no market 
or no regular purchase and sale, the only possible method of 
ascertaining capital value (or so-called property value) is by 
capitalizing the earnings, present and prospective. Hence the 
ad vedorem system cannot satisfy itself with the inventory 
method, or the mere appraisal of the physical property of a 
corporation. It has been found necessary to add the valuation 
of the franchise; and iis soon as this is done, the earnings method 
which has been abandoned is brought in again by a back door.* 
The various boards of assessment as we have seen, generally 
refuse to divulge the exact method, for fear of an attack on their 
assessments. But that earnings is the chief factor in their 
appraisal is an open secret.^ It is not a matter for pride to read 
in a foreign commentary: 

“We see why it is, then, that though on almost every hand, even 
in the states which believal themselv&s forced to abandon it, the earn¬ 
ing power of corporations is held to bo the only reliable and satisfactory 
basis of taxation . . . practically none of the American states find 
themselves able to frankly and fully accept it. Where it is employed, 
it is under some disguise or legal fiction, and commonly with the tacit 
consent of the taxpayer and taxing authority that the fiction shall not 
be called in question.” > 

sion that therefore the ad vak/rem system should be continued by no means 
follows. 

■ “ Thus, though earning power had been expressly discarded as a basis 
of taxation, and the ad valorem system adopted in its place, yet the more the 
Commissioners studied the subject in its practical operation, the more they 
were driven back to income as the leading factor in value.”— Rejiort of 
Ontario Commission on Railway Taxation, 190.')| p. 49. 

* See the statement by one of the officials himself that in West Virginia 
“the element of value which is chiefly relied upon in valuing all the different 
classes of public service corporations is the earning power of the property.” 
Addresses and Proceedings of the Fourth Confmnee of the Interrudiomd Tax 
Association, 1911, p. 

* Report of Ontario Commission, p. 17. On another page the Commission 
sums up its estimate of the ad valorem system—an estimate, in which 
every impartial judge will concur: “The state of Michigan in determin¬ 
ing to change from the gross earnings to the ad valorem system of taxing 
its railroads, made the most elaborate and perfect attempt on record to 
determine what the physical property of the railroads was worth on the 
basis of cost of reproduction, less the normal depreciation for wear and use. 
But when at a cost of 860,000, this very elaborate and accurate apprmsal 
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If, however, the ad valorem method necessarily means in 
practice the indirect use of the earnings method, the question 
arises: why not use directly what you are compelled to use 
indirectly. We may go further and affirm that nothing is 
gained, but much is lost, by electing the indirect, rather than 
the direct, earnings method. For, as we have seen, the direct 
earnings method is susceptible of reduction to a mathematical 
rule; whereas the indirect earnings, or ad valorem, method is 
open to the objections of secret, irresponsible, star-chamber 
methods. We may again agree with the Ontario commission 
in thinking that: 

“ The essential fairness of taking earnings as a basis tor taxation of 
corporations is ba.se(l on the general ])rinci])le that the taxes vary with 
the capacity of the company to p.ay them, wherca-s taxation on the basis 
of general property results in all manner of inequality. The amount of 
tangible property required by tl>e various coqjorations has, in the first 
place, no necessary relation to their relative earning power, and in the 
second place, bears no accurate relation to the earning power of the 
same comi)any at different perio<ls. The capital stock tax has some¬ 
thing of the same defect in .addition to tlio.se already mentioned, yet 
it has a certain amount of flexibility. Only the tax on earnings follows 
automaiically the capacity of the corporation to pay, and while even 
it has inequalities, yet it is very much more equitable than any other 
practical system.” ‘ 

The difference between the earnings system and the ad valorem 
sy.stem is the difference between publicity and .secrecy, between 
certainty and arbitrariness, between simplicity and complexity, 

was made, what was the practical value of it for taxation purposes? Vir¬ 
tually nil. The real valuation was determined on quite other grounds 
and mainly, ns was lulmittod by those making the assessment, on the basis 
of earnings. The result was that some roiuis were valued considerably 
above the cost of reproduction, while others were valued very much below it 
and where the valuation was much the same .as that of appraisal it was a 
mere coincidence. Where the valuation was above the appraisal the dif¬ 
ference was called the intangible or franchise value, but where it was below 
the appraisal the difference was not named, (hough more or less intangible 
also. But, though somewhat costly for Michigan, the experiment tried 
there has been exceedingly vitluable for the rest of the world, and therefore, 
by us at least, the outlay need not be regretted. The experiment has 
demonstrated that, however serviceable such a valuation may be in af¬ 
fording an independent and scientific basis for judging the cost of produc¬ 
tion of modern railroads, under the varying conditions of such a state as 
Michigan, it is quite futile as a means of getting at the commercial value 
of a railroad as a going concern, or as a basis of taxation.— Ibid., p. 14. 

• Op, cU., p. 23. 
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between precision and guess work-in short, between modernism 
and mediajvalism.* 

If then the earnings tax is to be preferred to the ad valorem tax 
the question remains, shall it be gross earnings or net earnings? 
Asa matter of principle it is conceded by all writers that net earn¬ 
ings approach more closely to the ideal method. “ It is plain,” 
we are told by the Ontario commission, “ that the only true 
estimate of a railroad property is its earning power or its income. 
Its income, therefore, would appear to be the proper and indeed 
the ideal basis for taxation, if,” they add, “ it is found to be ca¬ 
pable of discovery and definition without too elaborate or costly 
a mechanism.” It is owing to the doubt expressed in the last 
sentence that not a few authorities prefer gross earnings. For 
the ascertainment of gross earnings presents none of the diffi¬ 
culties which are deemed to be inseparable from that of net 
earnings. This is the position taken by the Ontario commission 
of 1895, by the California commission of 1906, and by the 
Virginia commission of 1911. 

It is necessary, however, to bear in mind two points. One is 
the marked progress that it is being made in the matter of corpo¬ 
rate accounting in the United States, thus annually bringing us 
nearer to the time when the ascertainment of net earnings will 

‘ For an instructive comparison in detail between the ad mlorrn and 
earnings methods see the work of Snider, mentioned sujm, page 253. 
For other material and discussion on this question sec the Report of the 
Commission on Revenue amt Taxation of the Stale of California, Sacramento, 
1906, chaps, iii. and iv.; First liiennial Report of the Minnesota Tax Com¬ 
mission, Saint I’aul, 1908, chaps, vi. and vii.; and Secomi Biennial Report 
of the same, 1910, chap, xviii.; Rejtort of the [Special] Virginia Tax Commis¬ 
sion, Richmond, 1911, appendix. The Virginia report terms the ad valorem 
system “complicated, confused and uncertain”; op. cil., p. 2.56. 

For an interesting contemimrary discussion of the Wisconsin agitation 
see L. W. Bowers and F. P. Crandon, Argument submitted to the State Tax 
Commission of Wisconsin on behalf of the Chicago and Northwestern Rail¬ 
way Company, Chicago, 1901; F. P. Crandon, Railway Taxation in Wis¬ 
consin, Chicago, 1901; J. M. Dickinson, Railway Taxation in Wisconsin, 
Argument made before the Joint Committee on Assessment and Collection of 
Taxes at Madison, March Sth, 1901; G. R. Peck and A. S. Dudley, Should 
the present System of Railway Taxation in Wisconsin be changed? Sugges¬ 
tions to the Honorable Tax Commission, Chicago [1901]. 

For later arguments in favor of the earnings taxation of railways see 
Railway Assessment and Taxation in the Province of Ontario. Arguments 
presented by Messrs. Hdlmuth amt MacMurchy to the Ontario Commission 
or Railway Taxation, Oct., 1904; Railroad Taxation, Remarks before the 
Minnesota Academy of Social Science at Minneapolis, Dec. 6,1907, by W. W. 
Baldwin of Burlington, Iowa. 
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be subject to far less difficulty than is the case at present. The 
other is the fact that the California commission itself, which 
reported in favor of gross receipts, recommended the utilization 
of net earnings as a necessary means of ascertaining the proper 
rate of the gross earnings tax.^ Furthermore, as we have seen, 
many of the states which levy either a gross receipts or a fran¬ 
chise tax recpiire from the corporations returns which enable 
the board to compute the net earnings, and which then lead to a 
valuation of the property through a capitalization of the net 
earnings. If net earnings arc thus utilized indirectly, why 
should they not be utilized directly? The argument in this 
respect as to the choice between gross and net earnings is pre¬ 
cisely the same as the one advanced above as to the choice 
between property and earnings taxation. 

As a matter of practical wistlom it may be conceded, however, 
that in not a few of the American states simplicity and conven¬ 
ience of administration are preferable to more ideal but more 
difficult methods. In such states the taxation of gross earnings 
may be recommended .os .an easy solution of the problem for the 
time being.^ It must, however, not be forgotten that with the 
improvement of administotive methods and with a fuller 
appreciation of the modern principles of accounting, the time 
is fast api)roaching when the net earnings system will be ap¬ 
plicable to all corporations in gtmeral by the states, as it is now 
applied without difficulty by the federal government in the 
United States, and by most of the leading countries abroad. 

One objection still remains. It has sometimes been urged that 
a tax on corporate property is more just than a tax on corporate 
earnings, because the value of a corporate security is fixed not 
only by its present, but also by its prospective, productiveness. 
This is, however, a specious objection, since under a system of 

> Op. cit., p. 95. 

s Mr. Allen Hiplcy Foote makes an ingenious suggestion designed to 
accomplish the results of a net eaniings method through the medium of a 
gross earnings method. His proposition is to levy on railroads at least, 
a flat rate tax on gross operating revenue plus a differential on the margin 
between operating revenue and operating expenses. Cf. “Taxation of 
Railroads in the United States,” in Addresses and Proceedings of the Fifth 
Annual Conference of the National Tax Association, Columbus, 1912, p. 
193 et seq. Cf. the suggestive .and practical discussion in Alfred E. Hol¬ 
comb, The Assessment of Public Service Corporations, Richmond, 1911, re¬ 
printed from the Proceedings of the Fifth National Tax Conference; and the 
same author’s. One Assessment—One Levy. Address delivered at the Second 
State Tax Conference held at Buffalo, Jan., 1912. 
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earnings taxation the future product will be taxed when it ulti¬ 
mately appears. If productiveness be accepted at all as the 
standard of capacity—and this is tacitly assumed in the above 
objection—the most logical and defensible method is the taxa¬ 
tion of the product as it appears. But consideration for the 
individual producer makes it necessary, as has been pointed out 
above, to regard net, not gross product; and, therefore, if any 
one principle be accepted as the basis of the general corporation 
tax, it should be net profits, and not gross earnings or property. 

European experience all points to taxation of net earnings 
as the best system. One country, indeed, still assesses cor¬ 
porate property in some form or other. Switzerland, as we 
have seen, is the only European state which has retained the 
mediajval system, once common to all countries. The reasons, 
as was pointed out, are the comparative equality of conditions 
and the survival of the primitive villages and agricultural 
communities with their placid and homogeneous economic life. 
It is significant, however, that many of the Swiss common¬ 
wealths, in which we notice a gradual industrial development 
and a consequent differentiation of property, have attempted to 
remedy some of the obvious defects of the general property 
tax by supplementing it with an income tax. Thus some can¬ 
tons, like Schaffhauscn, Zurich, Basel, Aargau and others, tax 
corporations on their capital or their reserve fund; or, if the net 
receipts exceed a certain percentage of the capital, on their 
income.* This system resembles, although in a very slight 
degree, those of New York and Pennsylvania. Other cantons, 
like Bern, have abandoned the general property tax, and assess 
corporations only on their real estate and their income. Finally, 
some cantons, like St. Gall and Neuchatel, ta corporations 
directly only on their income. Even in Switzerland, with its 
fondness for media;val customs, we see, therefore, that the 
tendency is almost everywhere away from the taxation of corpo¬ 
rate property. In the other European states this tendency has 
passed into accomplished fact. 

In England, all corporations are held to be “persons” within 
schedule D of the income tax, and consequently they pay a 
tax on their net annual profits or gains. A series of important 

‘ The (acts stated in this paragraph are accurate as of 1895, the date of 
the first edition of this book. For the few changes that have taken place 
since that date see the details in W. Gerloff, Die Kantonale Beateuerung 
der Aktiengesellschaflen in der Schweiz, Bern, 1906. 
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cases has elaborated the principles that should determine the 
exact nature of net profits.^ The rules laid down are analogous 
to those described in the definition of net receipts just given. 
The tax, moreover, is paid before the dividends are declared. 
Railroads are also subject to the special passenger duty of five 
per cent on receipts from p.assengers, which is merely a survival 
of the old tax on stage coaches, and to a corporation duty, 
which is intended to take the pLace of the “death duties’’ on 
individuals. Even in the matter of local taxation or rates the 
railways are taxed on what amounts roughly to net receipts. 
• In theory the real estate of railways like that of individuals is 
rated on the basis of rental v.alue, i.e. in the case of railways the 
property is locally taxable on the basis of what a hypothetical 
tenant would give for it if renting it. In practice the gross 
receipts arc taken and certain rough deductions permitted. 
The difficulty arises from the fact that each local stretch of 
line or piece of real estate is separately assessed by the local 
officials, as is .still the case in New York state. In Scotland 
on the other hand the unit rule is observed under the name of 
cumulo-value rating— i. e. a valuation of the line as a whole. 
From the gross receipts 73% arc deducted for working expenses 
and tenants’ allowances, separated under distinct heads. The 
remainder- roughly the net earnings—is divided between sta¬ 
tions and running line, and the rates due on the latter item are 
then distributed or “allocated” to the separate local divisions 
on the basis of relative mileage. In Ireland where the unit 
rule is also observed, the distribution to the localities is made 
on the basis of train mileage.^ 

In France, all corporations pay a tax on net profits in the 
shape of a three per cent tax on dividends, coupons and prof¬ 
its, known as the tax “sur le revenu des valeurs mobilieres.” 
The tax is also applicable to joint-stock companies and to 
commercial enterprises,® while mutual insurance companies 
and similar associations have by judicial interpretation been 

' Ellis, A Guide to the Income Tax Ada, 2d edition, pp. 80, 92-101. 

* For details of the system in the three countries see the Final Report of 
the Royal Commiaaion on Local Taxation, 1901. 

• The tax is imposed on “les inWrte, dividendcs, revenue et tous autres 
produits des actions de toute nature " of stock companies, and on “les in- 
t4r4ts, produits et b^n(!fices annuelles des parts d’int6r6t et commandities " 
of all associations, etc., without a divisible share capital. Law of June 29, 
1872, art. 1. Cf. Tanquerey, Trails Morigve et pratique de I’impit sur le 
revenu dea valeurs mobiliirea, pp. 23, 51, 143, etc. 
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exempted. Like individuals, corporations are also subject 
to real estate taxes and to the license taxes {impdts des patentes) 
on occupations. In the case of railroads, however, we still 
find a partial tax on gross receipts. The five per cent tax on 
gross receipts from freight, which was imposed after the Franco- 
Prussian war, proved to be so vexatious and .so obstructive to 
industrial development that it was abolished a few years later. ^ 
But the old “tax on public conveyances”—a percentage on the 
fare—, which dates from the last century, was extended in 
1855 to the receipts from passengers and from express traffic. 
In practice, this “public conveyance” or transportation tax'* 
is not a direct tax on tlie corporations, but an indirect tax on 
passengers and on consignors of express packages; for the tax 
is added to the pri(;e of the ticket or receipt and is paid by the 
individual. The only direct tax is thus laid on net earnings. 
Corporations also pay the indirect taxes, like the stamp tax 
{droit de timbre) and the transh'r tfix {droit de transmission) 
on shares and bonds; but, simply to facilitate the administra¬ 
tive procedure, they may and generally do commute for these 
by paying an annual tax of one-twentieth and one-fifth of one 
per cent respectively on the amount of their capital stock. 

In Italy corporations are taxed on their income or net earn¬ 
ings by the imposta sui redditi della ricchezza mobile. This 
“revenue of personal property,” as it is called, is declared to 
consist, so far as corporations are concerned, in “all interest or 
dividends paid.” ^ To make the term dividends still clearer, 
the law provides that “in the estimate of income are included 
all sums, under whatsoever title, distributed among the share¬ 
holders or added to capital, surplus or sinking fund or otherwise 
used in cancelling debts.” ^ The Italian system is thus as com¬ 
prehensive as the English. 

' Levied in 1874; abolished in 1878. 

’ Droit sur les voitures publiques. Cf. Vignes, TraiU des impdts en 
Prance, 4th edition, i., p. 192. 

’ “Sono considerati come redditi di ricchezza mobile esistenti nello 
Btato . . . gli intcrcssi c dividend! pagati . . . delle compagnie commer¬ 
cial!, industriali e di assicurazione.” Law of August 24,1877, art. 3, b. 

* “Nel reddito delle societd anonime ed in accomandita per azioni, com- 
presevi le societd d’assicurazione mutua od a premio fisso saranno compu- 
tate indistintamente tutte le somme ripartite sotto qualsiasi titolo fra i 
soci e quelle portate in aumento del capitale o del fondo di riserva ed 
ammortizzazionc, od altrimente impiegate anche in estinzione dei debiti.” 
Ibid., art. 30. Cf. in general, Oronzo Quarts, L’imposta suUa Ricchezza 
Mobile, 2 vols. (Turin). See also Alessio, Sa^gio sul Sistema Tributario in 



THE TAXATION OF CORPORATIONS 


263 


In Germany the taxation of corporations before the Great 
War varied widely.' A few of the smaller states taxed corpora¬ 
tions for state purposes only on their realty and on their occu¬ 
pation (Gcwerbe-Hteuer), and not on their income or net profits, 
because the shareholders wore individually taxed on their income 
from the corporations. This ])oint will he discus.sed in detail 
in the following chapter. In most of the states, however, corpora¬ 
tions were tax('d on their income. In a few cases, indeed, they 
were also subject to the supplementary and very slight prop¬ 
erty taxes recently imposed. The local taxes vary exceedingly 
throughout the emi)ire. But whenever corporations are taxed 
at all on receipts, it is on net income. Corporations were for¬ 
merly exempt from the local income tax, but they are now 
usually f^ubject to it wherever it exists." In only one instance 
are corporations taxed on their capital stock—in the case of 
mutual insurance companies, whose so-called dividends merely 
return in ])art tlu' premiums paid by policy holders. On ac¬ 
count of the difficulty of ascertaining the exact profits, Baden 
therefore hwied the income tax on an assumed amount of net 
profits, fixed at five ]ier cent of the capital stock.' Germany 
was still backward in its sy.stem of corporate taxation, in that 
it did nut yet recognize the necessity of special corporation 
taxes and -fill clung in great measure to the principle of “equal 
taxation” with individuals, which the scientists concede to 
be a mistake.' Since the war, however, all corporations are 
subject to the federal tax on income, a part of which is then 
redistributed to the states. 

In Austria all corporations have for some years been subject 
to a special tax of ten per cent on net profits (including interest 


lUdia, i., p. 34.5; and the various authorities mentioned in Seligman, The 
Incnrne Tax, 1910, p. 339. 

* For full details ,as to corporate taxation in each of the German states in 
1888 see Antoni, “Die Stcuersubjoote in Zusammcnhaltc mit der Durch- 
ftlhrung dor Allgemeinhcit der Besteuening nach deii in Deutschland 
geltenden Staatsstcuergcsctzen,”'in Fimnz-Archiv, v. (1888), pp. 382-499, 
especially 475 el eeq. For the later details see L. Blum, Die steuerliche 
Avenulzung der Akliengcsellschaften. in Deulechland. Stuttgart, 1911. 

*C/. Meier, “Ueber die Frage der Communalbesteuerung” (in Zehn 
Gutachlen und Berichie iiber die Comrnumltsleuerjrage, veroffentlicht vom 
Verein fur Social'iiolitik,) p. 104. 

’ Lewald, “ Die direkten Stcuern in Baden,” in Finanz-Archiv, iii., p. 807. 

* See the explanation of the “Rlickstiindigkeit” of the German states in 
Blum, op. cil. p. 139. 
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on bonds), but with two interesting variations: first that if 
dividends exceed 10%, the rate is higher; and second, that if 
there are no profits at all the tax must be at least one per mill of 
the stock and bonds.* The net receipts tax may thus be de¬ 
clared applicable in theory to all corporations. Some peculiar 
limitations arise, it is true, from the clashing of commonwealth 
laws, but these will be discussed in the next chapter. 

IV. The Legal Sitmtim 

Our conclusion that the taxation of receipts is without doubt 
the best system brings us face to face with the facts of American 
constitutional law. Is a tax on receipts unconstitutional? Is 
it in conflict with the constitutional inhibition of state interfer¬ 
ence with interstate commerce? This is an important question. 
Let us, then, consider the legal as well as the economic aspects 
of the problem.^ 

The earliest important case involving this question construed 
the Pennsylvania law which imposed a tax on each ton of mer¬ 
chandise carried, and an additional tax of a certain percentage on 
the gross receipts of railroad companies. The tonnage tax was 
declared unconstitutional.^ The same principle was later applied 
to a tax of one cent for every message sent by a telegraph com¬ 
pany. This also, was held to be void as a tax on interstate com¬ 
merce.'' On the.other hand, a state tax on the gross receipts of a 
domestic railroad company was upheld chiefly on the ground 
that the tax was laid upon a fund which had already become 
property. The gross receipts were said to be the fruits of trans¬ 
portation after they had become intermingled with the other 
property of the carriers.® The court, however, also contended that 

‘Steinitzer, Diejiingslen Rejmnen der verardagien Sleuernin Oesierrekh, 
Leipzig, 1905; and the same author’s “ Zilr Besteuerung der Aktiengesell- 
schaften in Oesterreich,” in Conrad’s JahrhSdwr, dritte Folge, vol. xxviii. 
(1904), p. 319 et seq. 

•See in general, Goodnow’s "Taxation of Railway Gross Receipta,” in 
Pdilical Sdmee Qmrlerly, vol. ix. (1894), p. 233, and “State Taxation of 
Interstate Commerce,” in Publicaliom of the American Economic Associo- 
tim, vol. V. (1904), p. 153 el seq. Cf. T. R. Powell, Indirect Encroachments 
on Federal Authority by the Taring Power of the Slates, a volume reprinted in 
1919 from articles in the Harvard Imw Kevie.w, vols. xxxi., xxxii. 

•State Freight Tax Cases, 15 Wall. 232 (1872). 

•Telegraph Co. vs. Texas, 105 U. 8. 460 (188l). 

• State Tax on Railway Gross Receipts, 15 ’Wall. 284 (1872). This was in 
imitation of the case of Brown vs. Maryland, which held that articles lost 
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this was a tax on the franchise, measured by the amount of the 
business transacted, so that it was not clearly decided what 
was taxed, the franchise or the property.^ Later the Supreme 
Court limited this general principle and decided that when the 
gross receipts, even of a domestic corporation were derived 
entirely from interstate or foreign commerce, they could not be 
taxed.^ 

In the case of foreign companies, the rule seemed at one time 
to be more strict; for a tax on the gross receipts of a foreign 
corporation, even if derived only in part from interstate com¬ 
merce, was declared void to the extent that the receipts were 
derived from such interstate commerce;’ A tax on the gross 
receipts from business done wholly within the state was, how¬ 
ever, upheld.'' 

This distinction between foreign and domestic companies 
seemed to be maintained in a later leading case. The Maine 
tax on gross receipts was upheld as being a tax not on receipts, 
but on the privilege of exercising the corporate franchise, the 
resort to receipts being made simply to ascertain the value of the 
business. But although this action was brought nominally 
against a foreign corporixtion, the facts show that the tax was 
due from a domestic corporation leased by this foreign corpora¬ 
tion.’’ 

The reason for the di.stinction between domestic and foreign 
corporations, if there was such a distinction, in the view of the 
court, seems to be that in the case of a domestic corporation the 

their character of imports after they had left the original package or the 
hands of the original importer, and had then become a part of the general 
property of the state. But see the sticond note following. See also Balti¬ 
more .and Ohio R. R. Co. vs. Maryland, 21 Wall. 456 (1874), which held that 
a charter stipulation that a railway should pay a part of its earnings to the 
state as a bonus, was not a t.ax, .and wa.s perfectly valid. 

' In Fargo vs. Michigan, 121 U. S. 210, the court emphasizes this side of 
the Railway Gro.ss Receipts Tax decision. For a recent case, see People ex 
rel. R. R. Co. vs. Campbell, 74 Hun, 210. 

* Philadelphia S. S. Co. vs. Pennsylvania, 122 U. S. 326 (1886). In this 
case the court showed that the ease of Brown vs. Maryland was really no 
authority for the decision in the case of the State Tax on Railway Gross 
Receipts, decided fifteen years before. 

’ Fargo vs. Michigan, 121 U. S. 230 (1886); Western Union Telegraph Co. 
vs. Alabama Board of Assessment, 132 U. S. 472 (1889). Cf. Coe vs. Errol, 
116 U. S. 517 (1885). 

‘Ratterman es. Western Union Telegraph Co., 127 U. S. 411 (1888). 

‘ Maine vs. Grand Trunk R. R. Co., 142 U. S. 217 (1891). The real party 
to the case was the Atlantic and St. Lawrence R. R. Co. 
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thing taxed is the franchise, which may be measured at the 
discretion of the legislature (except that when all receipts are 
from interstate commerce the tax is invalid); while in the 
case of a foreign corporation the franchise cannot be taxed, but 
only the business. Since the thing taxed in the latter case 
is the business, the constitutional provision is violated whenever 
that business is so extended as to include interstate commerce.* 

The same distinction which is observable in the Gross Re¬ 
ceipts Tax cases has been maintained in others. Thus a license 
tax on foreign companies doing an interstate business is held 
invalid because it is a tax on the privilege of doing interstate 
commerce; ^ but a license on a domestic corporation for boats 
used in interstate commerce is valid.® So, too, a privilege tax 
upon every sleeping car belonging to a foreign corporation has 
been declared unconstitutional as a regulation of interstate 
commerce; * but when the sleeping cars are run wholly within 
the state over the line of a domestic corporation, the tax is valid.® 
Again, a tax proportioned to capital stock and dividends is valid 
as to domestic corporations even though they be engaged in 
interstate commerce;® but if the business of a foreign corporation 
is interstate commerce exclusively, the tax on capital stock is 
void.^ On the other hand, even though the tax be imposed on a 

‘ Cf. Horn Silver Mining Co. vs. New York, 14.3 U. S. 305. 

* United States Express Co. m. Allen, 39 Fed. Rep. 712; Ijcloup as. Port 
of Mobile, 127 U. S. 640; Krutcheras. Kentucky, 141 U. S. 47. 

’ Wigpns Ferry Co. vs. East St. Louis, 107 U. S. 365 (1882). Cf. Osborn 
as. Mobile, 16 Wall. 479 (1872), where a license fee was imposed on an agent 
of an express company doing business in Mobile. 

* Pickard as. Pullman Southern Car Co., 117 U. S. 34 (1886). It was dis¬ 
tinctly held that the cars in question had no situs in the state (Tennessee) 
imposing the tax. 

‘ Gibiin County as. Pullman Southern Car Co., 42 Fed. Rep. 512 (1890). 
Whether the counties may levy such a tax depends entirely upon the author¬ 
isation which must be express, given them by the state law. 

' People as. Wemple, 117 N. Y. 136 (1889). 

’ People ex rel. Penn.sylvania R. R. Co. vs. Wemple, 138 N. Y. (1893). 
This was the case of a railroad corporation whose line terminated without 
the state, but which had terminal facilities within the state for the delivery 
of passengers and freight, the sale of tickets and the collection of dues. A 
somewhat similar case was that of Gloucester Ferry Co. as. Pennsylvania, 
114 U. S. 196 (1885). Here the state attempted to impose a tax on the capi¬ 
tal stock of a New Jersey company having no property in Pennsylvania 
except a wharf in Philadelphia. This tax was held void, as an interference 
with interstate commerce. Another similar case was that of Norfolk and 
Western R. R. Co. vs. Pennsylvania, 136 U. S. 114 (1890). The railway 
had no line in the state, but hud an office there, and traffic contracts which 
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foreign corporation, if it is assessed not on the business itself, 
but on the capital stock or property according to mileage, and 
if the corporate property is actually situate in the state, it will 
be upheld.* 

The law, therefore, seemed to distinguish in part between 
foreign and domestic companies. Yet in the Maine case, the 
tendency of the court, altliough it was expressed only in a dic¬ 
tum, seemed to be opposed to this distinction; and the reasoning 
of the court would tend to uphold a gross receipts tax, whether 
imposed on domestic or on foreign corporations, provided any 
of the receipts be earned within the statc.^ This legal reason¬ 
ing was also economically .sound, for from the economic point 
of view the distinction between domestic and foreign corpora¬ 
tions is entirely indefensible. Strictly carried out, it would 
render substantial justice in taxation almost impossible. If a 
foreign corporation caimot be taxed where its earnings are re¬ 
ceived, because it is a foreign corporation; and if it cannot 
be taxed by the state of its domicile, because the earnings are 
not received there;, it would manifestly evade its due share 
of the burden. But if every state; could tax the receipts of any 
corporation, so far as they are actually earned within the state, 
no corporation could escape under the plea of its foreign origin, 
and the loundations would be laid for an e<}uitable system based 
on interstate agreement. The force of the constitutional provi- 
.sion would, moreover, still be sufficiently strong to prevent 

made it a part of a systom doing inierstate business. A tax on capita) 
slock of this corporation was held invalid, as interfering with interstate 
commerce. 

' Pullman Car Co. ra. Pennsylvania, 141 tJ. S. 18 (1890); Pullman Pal¬ 
ace Car Co. vs. .4fi.sos.sors, .'IS I'knl. Rep. 200 (1803). Cf. Telegraph Co. vs. 
Massachusetts, 12.5 fJ. S. 530 (1890). 

’ “The privilege of exercising the franchises of a corporation within a 
state is generally one of value, and often of great value and the subject of 
earnest contention. It is natural, therefore, that the corporation should be 
made to pay some proportion of the burdens of the government. As the 
granting of the privilege rests entirely in the discretion of the state, whdher 
the corporation be of domestic or foreign origin, it may be conferred upon 
such conditions, pecuniary or otherwise, as the state in its judgment may 
deem most conducive to its interests nr policy. . . . The character of the 
tax or its validity is not determined by the mode adopted in fixing its 
amount for any specific period or the times of its payment. . . . The rule of 
apportioning the charge to the receipts of the business would seem to be 
eminently reasonable, and likely to produce the most satisfactory results 
both to the state and the corporation taxeil.” .lustice Field, in Maine m. 
Grand Trunk 11. R. Co., 142 U. S. 217 (1891). 
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unjust discriminations against foreign commerce or foreign 
business. 

More recent cases have now definitely-settled both the un- 
tenability of the distinction between foreign and domestic 
corporations in this matter and the precise extent to which 
gross receipts taxation is constitutionally permissible. In the 
Wisconsin case a tax was sustained which made the income of a 
railroad company within the state, although including inter¬ 
state earnings, the measure of the value of the property. The 
court said: 

“ In form the tax is a tax on ‘ the property and business of such 
railroad corporations operated within the state,’ computed upon cer¬ 
tain percentages of gross income. The prirm facie measure of the 
plaintiff’s gross income is substantially that which was approved in 
Maine vs. Grand Trunk Railway Co.” * 

Shortly afterwards, in the Texas case, a tax of 1% on the gross 
receipts of a domestic company was declared invalid on the 
ground that the tax wiis imposed on the receipts as such. Jus¬ 
tice Holmes attempted to distinguish this case from the Maine 
case on the ground of a difference between a tax on property 
and a tax on commerce.^ 

“ ‘ By whatever name the exaction may be called, if it amounts to no 
more than the ordinary tax upon property or a just equivalent therefor, 
ascertained by reference thereto, it is not open to attack iis inconsistent 
with the Constitution.’ Telegraph Cable Co. v. Adams, l.'iS U. S. 688, 
697. See New York, Lake Erie & We.stern R. R. Co. v. Pennsylvania, 
158 U. S. 431, 438, 439. The question is whether this is such a tax. It 
appears sufficiently, perhaps from what has been said, that wo are to 
look for a practical rather than a logical or philosophical distmetion. 
The State must be allowed to tax the property and to tax it at its ac¬ 
tual value as a going concern. On the other hand, the State cannot 
tax the interstate business. The two necessities hardly admit of an 
absolute logical reconciliation. Yet the distinction is not without 
sense. When a legislature is trying .simply to value property, it is less 
likely to attempt to or effect injurious regulation than when it is aim¬ 
ing directly at the receipts from interstate commerce. A practical 
line can be drawm by taking the whole scheme of taxation into account. 
That must be done by this court as best it can.” 

’ Wisconsin & Michigan Railway Co. vs. Powers, 191 U. S. 379. 

’ Galveston, Harrisbuigh & San Antonio Ry. Co. vs. Texas, 210 U. S. 
217. 
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In the meantime, this distinction between a tax on property 
and a tax on commerce was strengthened by a number of cases 
which upheld the legitimacy of a tax on property, even if some 
of the property was used in interstate commerce.* 

Finally, however, in 1912 the whole controversy wais laid to 
rest, in principle at least, by two cases dockhid on the same day. 
In the Oklahoma casc,^ a gross receipts tax of 'i%, levied in 
addition to the general property tax, was declared invalid be¬ 
cause clearly a tax on the gross receipts as such, and therefore 
on the receipts from interstate commerce. On the other hand, 
in the Minnesota case,*’ a tax of 6% on the gross receipts was 
upheld because declared to be in lieu of all taxes on the prop¬ 
erty of the corporation. 

Under this decision the constitutionality of a gross earnings 
tax is henceforth indisputable, provided only that the earnings 

‘ The e.^sc of Western Union Telegraph Co. n. Mass., 125 U. S. 530 
(1887), whicli upheld a tax on that ])mportion of the capital stock of a 
corporation that the stale mileage bore to the entire mileage, was applied 
to a railroad in C. C., (t k St. Louis Hy. Co. fs. ll.ackus, 154 U. S. 439 
(1894); and to an express company in the Express Ca.ses, 165 U. S. 195 
(1897). These cases upheld the legality of the so-called unit rule. Again 
while a license tax on each Pullman car was declared invalid ns an inter¬ 
ference with the privilege of engaging in interstate commerce in Pickard 
vs. Pulhmui iSoiithern Car Co., 117 U. S. 34, a lax on the capital stock of a 
similar company in proportion to the mileage of the cars run in the state 
as compared to the total mileage wa.s upheld in P. C. C. Co. vs. Pa., 141 
U. S. 18; .and a tax levied by Tennes-seo upon “each sleeping car doing 
buaincas within the slate” for purely inlra-.state business was upheld on 
the ground that there was no compulsion to do this btisinesa. Allen vs. 
Pullman Co., 191 U. S. 171 (1903). On other hand, the Kansas tax of 
1/10 of 1% on the authoriztxl capital stock of a similar company was de¬ 
clared inarlmissiblc as a burden on interstate (xnnmerce. Pullman Co. 
as. Kimsas, 216 U. S. 50 (1910). Cf. Western Union Tel. Co. vs. Kansas, 
216 U. S. 1 (1910). Later cases seek to make distinctions based on the 
actual fact whether the tax is a re.al burden on interstate commerce. In 
Lusk vs. Botkin, 240 U. S. 236 (1916) and Kansas City, M. and B. R. Co. 
vs. Stiles, 242 U. S. Ill (1910), Kansas taxes on a foreign railroad com¬ 
pany were sustained, and in St. Louis S. W. Uy. Co. vs. Arkansas, 235 
U. S. 350 (1914) a similar Arkansas law was upheld. On the other hand 
in Looney vs. Crane Co., 245 U. S. 178 (1917), the Western Union case of 
1910 was followed. For an elaborate disemssion of the late cases, which 
does not, however, succeed in presenting a very clear picture of the 
principles underlying the Supreme Court decisions, see T. R. Powell, 
Indirect Encroachment on Federal Authority by the Taxing Powers of the 
States, referred to supra, p. 264. 

* Meyer, Auditor, vs. Wells, Fargo & Co., 223 U. S. 298. 

•U. S. Express Co. ai. Minnesota, 223 U. S. 335. 
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tax takes the place of the property tax and is not levied as an 
addendum to it.* We may indeed criticize from an economic 
point of view a decision which declares a tax on earnings to be a 
tax on property or equivalent to it. But we must none the less 
applaud the ingenious way in which the Supreme Court has 
extricated itself from a difficult position. It must be remem¬ 
bered that the Supreme Court was dealing with a situation 
where the ordinary tax—on individuals and corporations alike— 
was the general property tax; and the problem presented was, if 
possible, to uphold a state earnings tax in terms of a property 
tax “ or its equivalent.” This problem the court has succe.ssfully 
solved, and the way is thus open for the development of a 
proper system of corporate taxation untrammelled, in one 
important respect at least, by the fancied limitations of a 
federal constitution. And when a little later the question of the 
constitutionality of a state tax on corporate incomes or net 
earnings arose, the court had no difficulty in upholding such a 
tax as in no way contravening the coimnerce clause of the 
constitution.^ 

A tax on corporate earnings, according to a law properly 
drawn, is therefore not only economically correct but legally 
unassailable. 

The only question that still remains is whether, under these 
decisions a local tax on the real property of corporations will 
be permissible contemporaneously with a state tax on earnings. 
It is to be hoped—and, may we add, to be expected—that 
when this question is presented the court will take the view 
that a local tax on real estate is in no way to be confounded, 
or to be regarded as inconsistent, with a state tax on earnings. 
When once this question is decided correctly, the progress of 
corporate tax reform will be assured. 

This, therefore, is our general conclusion; but it does not yet 
exhaust the problem of corporate taxation. We are, in fact, 
only on the fringe of the difficulties. Let us proceed in the next 
chapter to study some of the more complicated questions. 

* Later decisions along the same general lines arc U. S. Express Co. vs. 
Minn., 246 U. S. 450 (1918) and Cudahy Packing Co. vs. Minn., 246 U. S. 
466 (1918). C/. also Ohio Tax Cases, 232 U. S. 576 (1914), which upheld 
a state tax on gross receipts from intra-state business, even though the 
tax was not in lieu of a property tax. 

* U. S. Glue Co. vs. Oak Creek, 247 U. S. 321 (1918), affirming the con- 
stitutionahty of the Wisconsin income tax law. 



CHAPTER VIII 

THE TAXATION OF CORPOUATIONS 

III 

COMPLICATIONS AND CONCLUSIONS 

The discussion of the taxation of corporations would be 
incomplete without an examination of the various phases of 
double taxation. This is the more necessary for the reason 
that no attempt at a thorough analysis has ever yet been made. 
Yet the problems that hinge upon this particular question are 
so especially important in the United States as to demand the 
most serious attention. 

In a former chapter' wo have already discussed some of 
the general aspects of double taxation. Let us now attempt 
to develop the principles in the light of actual practice. 

There are in reality no less than five different forms of double 
taxation in the case of corporations:— 

1. Double taxation of property and of debts, or of income 
and of interest on debts. 

2. Double taxation of property and of income. 

3. Double taxation of property and of stock. 

4. Double taxation arising from conflicts of jurisdiction. 

5. Double taxation of the corporation and of the holders 
of stock or bonds. 

I. Taxation of Property and of Debts 

This first case need not detain us long. The only illustra¬ 
tions in the United States are found under the general property 
tax, which we have discarded as the basis of corporation taxa¬ 
tion. In many of the states corporate debts must be considered 
in estimating the value of the capital stock. In New York, as 
regards local taxation, the indebtedness must be taken into 


Supra, chap. iv. 
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account in assessing the capital stock; but after the valuation 
has been fixed, the amount of the indebtedness cannot be de¬ 
ducted.* If the capital stock is of no value because the indebted¬ 
ness exceeds the assets, it should not be assessed.^ In the case 
of foreign corporations, however, which are taxable on the 
amounts invested in the state, it has been held that the law does 
not contemplate the deduction of debts.* 

We have already pointed out that there is really no injustice 
in not exempting corporate indebtcdne.ss.* The mortgage bonds 
of a corporation are really a part of the working capital. Cor¬ 
rect policy demands the taxation of corporate bonds as well as 
of stock, of loans as well as of share capital. To tax corporate 
debts may, indeed, be called double taxation in so far as the 
tax on both stock and debt is paid out of the same income; but 
if so, it is double taxation of a perfectly legitimate kind. It is 
here that the principles of individual and corporate taxation 
diverge. 

Some of the American commonwealths, as California, Con¬ 
necticut, Maryland and Pennsylvania, recognize this distinction 
between the taxation of individuals and that of corporations, 
by permitting the deduction of indebtedness from the property 
of individuals but refusing a like deduction in the case of corpo¬ 
rate property. In California, the courts held distinctly that 
what would be double taxation in the case of individuals is 
permissible in the case of corporations.* Some of the Swiss 
cantons, like St. Gall, Zurich and Ticino, observe the same 
distinction.* 

Perhaps more interesting and probably of greater future 
importance in the United States is the other phase of this ques¬ 
tion of the taxation of indebtedness—double taxation of income 
and of interest on debt. While the true theory of income taxa¬ 
tion in the case of individuals demands the deduction of interest 
on debts, it has already been shown that in the case of corpora¬ 
tions the interest paid on mortgage bonds must be included in 
the taxable income. Taxation of interest on corporate debt is 
not double taxation, because the coupons, like the dividends, 

‘ 1 Thomp. and C. 635; 100 N. Y. 597; 112 N. Y. 565. 

’ People vs. Commissioners, 31 Hun, 32 (1st Department). 

• People vs. Barker, 141 N. Y. 118. 

*C/. supra, p. 106. 

' Central Pacific R. R. Co, vs. Board of Equalization, 60 Cal. 35. 

‘ Schanz, Die Sleuern der Schweiz, ii., p. 338; ii., p. 435; iv., p. 281. 
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are integral parts of the income; because both bonds and stock 
together form what is really the working capital from which the 
income is derived. This question has already been discussed; 
but the difference in economic significance between most cor¬ 
porate bonds and ordinary individual debts must be continually 
borne in mind. 

II. Taxation of Income and of Property 

This second form of double taxation, like the first, involves 
no very complicated question; nor does the solution present 
many difficulties. Is it permissible to tax a corporation both 
on its property and on its net receipts or income? If corpora¬ 
tions are put upon the same plane as individuals, the simulta¬ 
neous taxation of the property and of the income from the prop¬ 
erty works no injustice. As we have seen above,’ if all are 
treated alike and if the tax is uniform, there is really no cause 
for complaint. 

So far as corporations arc concerned, this was until recently 
not a matter of practical importance. The only case in which 
this special question formerly arose was under the laws of 
Alabama, now repealed, which provided for the taxation not 
only of corporate property but also of the corporate income 
during the preceding year.^ Such taxation was upheld on the 
ground that it was only apparently double taxation.® What 
the court meant was, of course, not that it was not double tax¬ 
ation, but that it was not invalid or economically unsound taxa¬ 
tion. In this the court was correct, for the law applied equally 
to all individuals and to corporations. Now, however, under the 
new (1911) income tax of Wisconsin which is deemed to take the 
place of the tax on intangible personalty, henceforth exempted, 
corporations are still taxable on their real estate and tangible 
personalty as well as on their income, but they are permitted to 
deduct from their taxable income all sums paid for taxes in any 
part of the country upon the source from which the income is 
derived. Moreover, all public-service corporations (as well as 
insurance companies) which pay taxes directly to the state are 
exempt from income tax altogether. 

‘ Supra, p. 100. 

®Ala. laws of Feb. 22, 1866; Fob. 19, 1867; Dec. 31, 1868; March 19, 
1876; March 6,1870. 

’ ^ard of Review vs. Montgomery Gas Light Co., 64 Ala. 276. Cf. Ijott 
vs. Hubbard, 44 Ala. 593. 
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At present in the United States apart from the situation in 
Wisconsin, no attempt is m'ade to tax simultaneously both 
corporate property and corporate income. The nearest ap¬ 
proach to the practice is the system in some states like Mary¬ 
land, Pennsylvania and New York of taxing the capital stock 
and also the gross receipts of certain corporations. No objec¬ 
tion has been raised to these taxes on the score of double taxa¬ 
tion; nor is it likely that such an objection will be sustained.* 
One might as well object to a combination of direct and indirect 
taxes as involving duplicate taxation, on the ground that all 
taxes are in the last resort paid (or presumed to be paid) out of 
annual income. So again, in some of tht; Southern and Western 
states, as we know, corporations arc taxed on their business, by 
license or occupation taxes, and again on their receipts, and this 
practice is upheld as perfectly valid.^ This second form of 
double taxation is entirely proper. 

The classic home of double taxation of this sort is Switzer¬ 
land. Baselstadt, for instance, taxes corporations one per 
mill on the paid up capital, a quarter of one per mill on the 
capital not yet paid up, and one per cent on the total net income 
from all sources.* In Baselland corporations arc taxed on their 
general property and again on their total profits, with the ex¬ 
ception that when any of the profits conshst of interest on capital 
the profits are not taxed if the capital has already been assessed.* 
Many of the cantons, however, seek to avoid the simultaneous 
taxation of property and income by an arrangement of the 
following sort: While the law provides for the assessment of 
both property and income, a deduction is made in the case 
of the income tax for so much of the income as is supposed to 
represent the actual profits of the capital already taxed. The 
proportion thus deducted is fixed in accordance with the esti¬ 
mated current rate of interest, ranging from four per cent in 
Thurgau and Orisons to five per cent in Zug, Schaffhausen, 
Ticino, Vaud and Zurich. The federal government deducts five 

' In U. S. Electric Power and Light Co. vs. State, 79 Md. 63, a vigorous 
objection has now been made, but the objection was not attained by the ' 
court. 

* Cf. 96 Mo. 360, where the court hold-s that it is not duplicate taxar 
tion. 

* Law of 1889, §§ 2, 3. Schanz, Die Slausm der Schweiz, ii., p. 84; v., 
p. 80. As to the Swiss conditions mentioned in this paragraph, cf. the 
warning, supra, p. 260, note. 

‘Schanz, op. cil., i., p. 55; v., p. 35. 
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per cent.* This principle has now also been applied in Germany. 
In Prussia, since 1891 the ineome tax is assessed on corporate 
income, after deducting a sum equal to three and a half per 
cent of the paid up capital.^ In Baden and Wiirtemberg the 
deduction is limited to 3% and cannot exceed the amount of 
dividends declared.® Bern and St. Gallen are the only Swiss 
cantons which attempt to draw a sharper line by levying the 
property tax solely on the corporate real estate, but subjecting 
all the other property to an income tax.* In St. Gallen the real 
estate tax is for local, the income tax for cantonal purposes. 

The solution of the supposed difficulty attempted by the 
Swiss and the Gorman commonwealths is, however, not a 
happy one. The deduction from income of the three or five 
per cent, assumed to represent the earnings of property in¬ 
volves a misconception. It is impossible to say how much 
of the income represents earnings of capital and how much 
represents the other ingredients of profit. We are brought 
face te face with complicated questions of economic theory— 
with the distinction between interest and profits, and the 
s(q)arate ingredients of profits. A di.scussion of these questions 
lies beyond the province of this essay. But it may be confi¬ 
dently asserted that if a railway corporation with no bonded 
indebtedness and a capital of one million dollars earns seventy- 
five thousand dollars, it is impossible to maintain that fifty 
thousand dollars represents the earnings of the property and 
the remainder the earnings of the management. From one point 
of view all such profits are profits on capital or property. An in¬ 
dividual can indeed obtain a professional income without any 
capital; but in the case of a business with capital invested, it is 
impossible to say how much of the profits are due to the capital, 
how much to the personal management. Without the capital 
there would be no profits at all, because there would be no busi¬ 
ness. Therefore, in taxing profits we are really taxing property, 
or rather the proceeds of property. To segregate a part of 
these proceeds and to say, as do the Swiss cantons, that only 
this particular part represents the income from the property,- 
is an entirely arbitrary proceeding. 

' Schanz, op. cU., i., p. 56. 

» Einkommemteuergesetz vom 24 Juni, 1891, § 16. 

• L. Blum, Die ateuerliche AmniUzung dec Aktien^esdlachafUn in Deuiachr 
land, Stuttgart, 1911, pp. 48, 52. 

* &hanz, op. oil., ii., pp. 318,368; Hi., p. 292. 
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Again, it cannot be contended that even this four or five 
per cent of income exempted by the Swiss laws represents only 
the interest on the capital, and that the remainder of the 
income represents the earnings of management. Under no 
theory of economic profits can the surplus above current in¬ 
terest be entirely dis.sociated from capital. Even granting 
that a sharp line can be drawn between intere.st, earnings of 
management and profits, it still remains incorrect to confine 
the proceeds of capital to interest alone. It is thus inadmissible 
to say that in taxing income only on the surplus above four or 
five per cent of the taxable capital we avoid taxing both property 
and income. 

The Swiss system has indml a very decided signific.ance in 
connection with an entirely different matter, viz., the question 
of funded or unfunded income. But as regards the point 
now under discussion it is evident that the Swiss cantons do 
not really succeed in avoiding double taxation. As we have 
seen, however, it is a form of double taxation which is in itself 
legitimate if applied equally to all taxpayers. 

III. Taxation of Property and of Stock 

This third form of duplicate taxation must not be under¬ 
stood to refer to the taxation of shares of stock in the hands of 
individuals. That is a different problem, and falls under an¬ 
other heading, to be discussed below. The point here to be 
discussed is this: Is it permissible to tax the corporation on 
its property and again on its capital stock? 

The answer is plain. Manifestly not, if the corporate stock 
can be regarded as representing actual property. We have, 
indeed, seen that it is a mistake, economically, to say, as do 
some of our courts, that the entire property of a corporation 
is identical with its capital stock. This point has been brought 
out so well in a Massachusetts case, and is so generally mis¬ 
understood, that it may be wise to make a more extended quota¬ 
tion from the decision;— 

“The market value of the shares of a corporation . . . does not 
necessarily indicate the actual value or amount of property which 
a corporation may own. The price for which all the shares would 
sell may greatly exceed the aggregate of the corporate property, or it 
may fall very far short of it. Undoubtedly the amount of property 
belonging to a corporation is one of the considerations which enter 
into the market value of its shares; but such market value also em- 
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braces other essential elements. It is not made up solely by the valua¬ 
tion or estimate which may be put on the corporate property, but it 
also includes the profits and gains which have attended its operations, 
the pros|)ect of its future success, the nature and extent of its corporate 
rights and privileges, and the skill and ability with which it.s business 
is managed. In otlier words, it is the estimate put on the potentiality 
of a corporation, on its capacity to avail itself profitably of the franchise, 
and on the mode in which it uses its privilege,s as a corporate body, 
which materially influences and often controls its market value.” ‘ 

While it is true, therefore, that capital stock and total prop¬ 
erty are not interchangeable terms, it cannot be denied on the 
other hand that the capital stock represents at all events a 
liart of the property, or rather that the corporate property is 
one of the elements that contribute to the value of the capital 
stock. So far as this is true, the simultaneous taxation of 
corporate property and corporate stock involves, to this extent 
at least, duplicate taxation of an unjust character. 

Unfortunately, th('re is no uniformity in the legal decisions 
on this point. While the majority of the commonwealths hold 
taxation of this kind to be unjust, Pcmisylvania has pronounced 
it valid. In a celebrated case the court used this language:— 

“ Double taxation has never been considered unlawful in this state. 
Tlie real and personal property of a corjwration may be taxed, although 
it pays a tax on the stock which ])urchascd it. The power of the legis¬ 
lature is as ample to tax twice as to tax once, and it is done daily as 
all experience shows. Equality of taxation is not required by the 
constitution.” * 

Such a decision may be correct legally, but beyond all 
doubt it is unsound economically. Equality of taxation may 
not be required by the constitution of Pennsylvania, but it 
is one of the fir.st laws in the science of finance. Abandon 
equality, and you throw the door wide open to all kinds of 
glaring abuses. The theory as formulated by the Pennsylvania 
courts cannot possibly be upheld from the scientific standpoint. 

The Pennsylvania courts, however, hold that so far as the 
capital stock of a domestic corporation represents tangible 
property outside of the state, it is not taxable.® Further, it 
has also been decided that the real estate of a corporation, 

' Commonwealth vs. Hamilton Manufacturing Co., 12 Allen, 303. 

* Pittsburgh elc., R. R. Co. vs. Ptmnsylvania, 66 Pa. State, 77. Cf. Lacka¬ 
wanna Iron Co, vs. Luzerne County, 42 Pa. State, 424. 

* 101 Pa. State, 119; 41 Legal Intelligencer, 125. 



278 


ESSAYS IN TAXATION 


being part of its capital stock and paying state taxes, is not 
locally taxable.* Finally, in another case it has been held that 
so far as the property of a corporation is essential to the exercise 
of its corporate franchise, it is included in the capital stock and 
is not taxable. The law will not subject it to duplicate taxation 
by mere inference.^ Thus Pennsylvania is gradually abandon¬ 
ing its earlier decisions. 

Far wiser from the very beginning were the Maryland courts, 
which held that all laws must be so construed as to avoid double 
taxation of this kind; and that, since in their opinion the capital 
stock of a corporation n'pnisents the corporate property, the 
payment by the corporation of a tiix on capital stock necessarily 
e.xempts all the corporate property.* In this broad form the 
decision is perhaps open to criticasm because of the complete 
identification of capital stock with corporate property; but as 
regards the point at issue here, it is correct. To tax corporations 
simultaneously on their stock imd on their property is inde¬ 
fensible. A few commonwealths, like Alabama, Illinois, In¬ 
diana, Vermont and (for local purposes) New York, have now 
recognized this principle in their statutes, deducting from the 
value of the capital stock the value of the realty or of both the 
real and personal property taxed.^ 

On the other hand, the apparently similar statute of Mas¬ 
sachusetts, which taxes corporations on their capital stock less 
the value of the real estate and machinery,* is open to criticism 
for another reason. According to the Massachusetts law, 
corporations are taxable by the local bodies on their real estate 
and machinery, but at a rate equivalent to the combined rate 
for local and state purposes. They are then taxable by the 
state on the value of their capital stock, deducting the value 
of the real estate and machinery; but this state tax is fixed at a 
rate equivalent to the combined local and state rate on gen- 

‘ 7 Lane, 317. 

* 148 Pa. State, 162; 148 Pa. State, 282. See also 145 Pa. State, 96. 

* County Commissioners vs. National Bank, 48 Md. 117. C/. State vs. 
Sterling, 20 M<1. .520; State vs. R. R. Co., 40 Md. 22. 

‘ Ala. Code, § 4.53, sec. 8; Ill. Rev. Stat., chap. 120, § 3; Ind. Laws of 
1891, chap. 4; New York Laws of 1857, chap. 456, § 3, vol. 2, p. 1; Vt. Rev. 
Laws, § 288. In New York, as we know, corporations are locally taxable 
on their realty and their capital stock, deducting the amount invested in 
real estate. The earlier Maryland provision to this effect (Public General 
Laws, art. 81, §§84, 85, 141, 144), has now been abandoned. See 103 Md 
293. 

‘ Maas. Pub. Stat., chap. 13, § 40. 



THE TAXATION OF CORPORATIONS 


279 


eral property. While, therefore, Massachusetts avoids double 
taxation of both property and stock, it does not solve the 
problem of affording tlu; commonwealth gov(?rnment an ade¬ 
quate revenue. According to the theory elsewhere elaborated 
in these chapters, corporations should always be locally taxable 
on their realty; but the commonwealth tax should be levied 
on the total income, or on the total i3roi)crty, without any 
deductions (except those arising from (considerations of inter¬ 
state comity and equity, to be discussed below). The whole 
treatment of double taxation is here based on the assumption 
that the tax is levied by administrative units of the same 
grade, whether state or local divisions. It manifestly does 
not apply to cases where one tax is levied by the common¬ 
wealth, and another similar or different tax is levied by the 
county or city, as in Massachusetts. Otherwise we should be 
forced to the conclusion that the property tax always involves a 
double, triple or quadruide taxation so far as .state, county, town 
and village levy different rates on the same property. This is, 
however, only a juggle with words; such taxation is not in the 
scientific sense double taxation. Strictly speaking, therefore, the 
Massachusetts principle, while ostensibly sound, is really incor¬ 
rect. So far, however, a.s it attempts to solve another problem— 
that of the division of the tax between the place where the corpo¬ 
ration carries on its business, and the place where the stockholder 
resides—the law is deserving of consideration. But that is a 
point which belongs properly to one of the subsequent sections. 

In Switzerland, we find, in the few cases where both tangible 
property and capital are assessed, that the value of the taxable 
property is deducted from the corporate capital. Thus the 
constitution of 188.1 in Aargau provides for the taxation of the 
corporate real estate for both commonwealth and local purposes, 
the value of the realty being then deducted from the capital 
stock.* The same custom prevails in Schaffhausen.^ In Ger¬ 
many, Saxony and two of the smaller states are the only ones 
which permit corporations to deduct from their taxable property 
not only their debts but also the par value of their capital 
stock.’ The Swiss tendency, like the American, is gradually 
coming to be in accord with the sounder principles. 

' Sohanz, Die Sleuem der Schweiz, ii., p. 239. Cf. the warning above 
on page 2C0, note 1. 

‘Ibid., ii., p. 170, note 1. 

* L. Blum, Die steuerliche Ansmlzung der Akliettgesellschaften, p. 128, 
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We come now to the most important aspects of double tax¬ 
ation—the fourth and fifth forms. Here we have the benefit 
of a wide European experience. In the phases of duplicate 
taxation hitherto treated we can learn very little from Europe, 
because in no European state except Switzerland and to a 
minor extent in Germany are corporations taxed on their 
property as a whole; and in both Switzerland and Germany, 
as we know, the entire question of corporation taxation is in a 
very primitive and unsatisfactory stage. But the problems 
that we now take up present themselves in Europe as well as in 
the United States, and have there received in some respects 
extended consideration, although they have not yet been suc¬ 
cessfully solved. 

IV. Double Taxation due to Conflicts of Jurisdiction 

This fourth form of duplicate taxation appears in connection 
with almost every method of corporate taxation. It is so com¬ 
prehensive that it will be advisable to discuss the subject 
under four chief headings;— 

1. Interstate taxation of corporate property. 

2. Interstate taxation of stock and bonds or of dividends 
and interest. 

3. Interstate taxation of non-resident stockholders or bond 
holders. 

4. Interstate taxation of corporate receipts or income. 

1. Interstate taxation of corporate property. The difficulty 
here arises in connection with the taxation of personal property. 
In the case of real estate the rule universally adopted in the 
United States is that the property should bo taxed where it is 
situated, and there is accordingly no chance for interstate com¬ 
plications. But in the case of personalty the great problem is 
that of situs. Should the personalty be taxed where it is situated 
or should it follow the domicile of the owner? The legal con¬ 
ditions in the United States are most unsatisfactory. 

We have seen in another place * that the American states 
waver between the principles of situs and of mobilia personam 
sequuntur ,—that is, some tax only the personalty actually 
situated in the state; while others tax all the personalty, no 
matter where situated, of a resident. The same piece of per- 


' Supra, p. 114. 
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sonal property may therefore be taxed in two states. The 
obvious result, of course, is double taxation of a nature which 
cannot possibly be justified. 

In the case of corporations, we are confronted by precisely 
the same difficulties, for corporate property is treated in the 
main like that of individuals. It is entitled to the same exemp¬ 
tions and subject to the same conditions. It will be readily 
perceived, however, with what difficulties the problem is beset 
when, as is usually the case, the personalty of a corporation is 
assessed at its place of business as the legal situs. In many 
states, like Michigan, Pennsylvania and New York, it has 
t)een held not permissible to tax corjwrations for property—or 
at all events for tangible property—outside the state; ‘ and in 
South Carolina the tax is specifically limited to corporate prop¬ 
erty within the State.^ In oth(>r cases it has been held that the 
movable property of a corjxiration in use in other states is 
taxable only in the state of the corporation’s domicile.* In 
Pennsylvania, it has been held that corporate property, con¬ 
sisting of dredges, etc., not permanently located anywhere, 
may be taxed in the state of the corporation’s domicile as part 
of the stock.^ Some states, like New York and California, 
apply the same rule to corporate as to individual property, and 
seek to avoid double taxation of this kind. In New York, 
in order to exempt the personal property of a corporation be¬ 
cause it is outside of the state, the change of location must 
be permanent and unequivocal* But in most of the states 
the rule mobilia personam sequuntur is applied, and domestic 
corporations, at all events, .are taxed on their whole prop¬ 
erty.® In the case of foreign corporations, however, it is fast 

' State Treasurer ex rd. t's. Auditor-General, 46 Mich. 224; Graham vs. 
Township of St. Joseph, 67 Mich. 6.52. 

2 S. C. Rev. Stat. chap. 12, sec. 28. For other cases, see Commonwealth 
V8. Railroad Co., 14.5 Pa. State, 96, distinguishing Commonwealth vs. Dredg¬ 
ing Co., 122 Pa. State, 386; Commonwealth vs. Westinghouse Air Brake 
Co., 151 Pa. State, 276; Commonwealth vs. St. Bernard Coal Co., 9 South¬ 
western Reporter, 709 (Ky.). 

’ Baltimore and Ohio R. R. Co. vs. Allen, 22 Fed. Rep. 376. 

‘ Commonwealth vs. American Dredging Co., 122 Pa. State, 386. 

' People ex ret. PaciBc Mail S. S. Co. vs. Commissioners, 64 N. Y. 541. 
As to how the realty outside the state should he valued, sec 52 Hun, 93; 
People ex rel. Panama R. R. Co. vs. Commissioners, 104 N. Y. 240 (1887). 
For California, see San Francisco vs. Fry, 63 Cat. 470 (1883); San Francisco 
vs. Flood, 64 Cal. 504 (1884). 

“ This was formerly the case also in New Jerstw, where personal property 
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becoming the custom, even in most of the states which levy 
a corporate property tax, to exempt the intangible property, 
on the principle that the domicile of the foreign corporation 
is not changed by its doing business in other states.^ 

Manifestly, if the commonwealths will still cling to the 
policy of taxing the actual corporate property, the only logi¬ 
cal and just method is for each state to exempt so much of the 
corporate property as is already taxable in another state. 
The federal government ha.s unfortunately not exercised its 
right—if indeed it possesses any—to compel such uniformity. 
Our only hope, therefore, lies in the progress of correct public 
sentiment and its influence on commonwealth legislation. 
Until then, we shall still be confronted by the present confusion. 

2. Interstate taxation of corporate securities. The evils arising 
from the simultaneous taxation by different states of the same 
corporate stock or bonds or dividends and interest have been so 
patent as to lead to statutory changes and judicial interpre¬ 
tations of considerable importance. In Pennsylvania, after 
being long the custom, it was subsequently judicially decided 
to be the law, that the tax on capital stock applies not to the 
whole capital but only to such a proportion of the capital stock 
as is employed, either actually or constructively, within the 
state.^ The act of 1907 applied the same principle to the 
bonus on charters. In New York, the original statute at¬ 
tempted to follow the old rule; but the law was subsequently 
so amended as to provide expressly for the taxation of only so 
much of the capital stock as is employed within the state.® In 
a case which arose under the old statute, although decided 
after the passage of the amendment, the court of appeals, de¬ 
clared itself forced to adhere to the old rule, saying that, although 
it was extremely hard and unjust, the court was unable so to 
construe the statute as to relieve the corporation from the 
provisioas of the law. ' The principle in both these common- 

outside of the state, which was exempt in the case of individuals, was tax¬ 
able when owned by corporations. State vs. Metz, .3 Vroom, 199; State as. 
Haight, 6 Vroom, 279. This was however altered by subsequent legislation. 
Cf. the N. J. Revised Tax Act of 1903, sec. 3. 

‘ Cf. Insurance Co. vs. jtssessors, 44 La. Ann. 760. Cf. ifetd., 765. 

’Commonwealth vs. Standard Oil Co., 101 Pa. State, 119. As to the 
previous custom, etc., see Decisions of the Axiditor-General, 1878-80, p. 296, 

’ New York Laws of 1885, chap. .501, p. 8.58. 

* People as. Horn Silver Mining Co., 105 N. Y. 76, especially 88. 
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wealths now applies equally to domestic and to foreign corpora¬ 
tions. In Massachusetts, however, where the franchise tax, 
as we have seen, is applicable only to domestic corporations, 
the general corporation tax is levied on the total capital stock 
irrespective of its employment. 

So far as railroads are concerned, it has become the common 
practice to assess only so much of the c.apital stock as is rep¬ 
resented by the proportion which the mileage in the state bears 
to the total mileage. This is true even in states like Massa¬ 
chusetts, which do not apply the principle to corporations in 
general, as well as in states like Connecticut, where stock and 
bonds are taxable. Such a standard, while not perfectly exact, is 
fairly accurate; and has been upheld as entirely constitutional.'^ 
It is applicable equally to tclcgr.aph comptinies and to other 
transportation companies; and is gradually being applied to 
them, although not quite so commonly as in the case of railroads, 
in all those states which tax capital stock directly. The prin¬ 
ciple is sound, although it may be contended with justice that 
business done, i.c. receipts, is an even bett(‘r test than mileage, 
even though mih'age would have to be one of the factors em¬ 
ployed in apportioning receipts. 

For other corporations, however, it will readily be seen 
how vague is the New York and Pennsylvania doctrine of 
“capital employed within the state.” What business firm or 
corporation with ramifications all over the country can tell 
exactly or even approximately how much of its capital is 
“employed” within any one stato'? Evtai if th(*y can, how 
many of them will tell, when (»nccalmcnt will enable them 
to evade the tax? In some of our commonwealths the state 
officers have the right to insi)cet tin; books of corporations 
and to change the assessments if they deem them too low. 
Even then, what guarantee is there that they will discover 
the real proportion? The taxation of so much of the capital 
as is employed within the state is extremely difficult. 

Because of the fact that many states still follow the old New 
York practice it may be interesting to notice some New York 
decisions of cases which occurred before the present .amend¬ 
ments were adopted. A Massachusetts corporation—a tele¬ 
phone company—^was taxed in New York by iissessing the whole 
capital in proportion to the number of telephones used in the 

' Delaware Railroad Tax Case, 18 Wall. 208; Erie Railroad vs. Pennsyl¬ 
vania, 21 Wall. 492. 



284 


ESSAYS IN TAXATION 


state. Although the tax was declared invalid for quite another 
reason, viz., that the corporation was not technically “doing 
business” in the state, the court entered into a discussion, 
obiter indeed, of the question with which we are dealing here. 
Chief Justice Ruger used the following language:— 

“It is by no means clear that the mode adopted . . . produces a 
correct result. . . . We are quite unable to sanction a principle which 
would subject it [tlie corporation] to the liiibility of being taxed, not 
only in [the state] where it is located, as it undoubtedly would be under 
the law as laid down by us [in the Horn Silver Mining Company Case], 
on its entire capital .stock and gross eaniings; but also in each state of 
the Union in which it should own telephones on such proportion of its 
capital stock and gross earnings as the law-makers of such state saw 
fit to impose.* 

It is difficult to .see the justice of this conclusion. It happens' 
that Massachusetts until 188.5, still followed the incorrect and 
inequitable plan of taxing the whole capital. But that was no 
excuse for the New York court to interpret the old statute 
in the same way, or to assume that other states will also follow 
the precedent which the court itself pronounced “extremely 
hard and unjust.” Two wrongs do not make a right. In the 
absence of any federal law regulating the subject, the only 
upright course for each commonwealth to pursue is to follow 
the dictates of interstate comity and the sound principles of 
the science of finance by taxing only .so much of the corporate 
capacity as is, economically .speaking, within its jurisdiction. 
As we have repeatedly .said, the taxation of corporate stock 
is by no means the ideal method. But if the New York principle 
of taxing capital stock and gross earnings be nevertheless 
followed, it is difficult to discover any more practicable or 
more defensible method of ascertaining the due proportion 
of capital stock employed or gross profits earned within the 
state than by considering the number of, or royalties from, 
the telephones used. This is analogous to the Connecticut 
system of proportional mileage as .applied to railroad companies. 
In the case of telephone companies, however, the number of 
instruments used is a better test than the mileage of the tele¬ 
phone v/ires; for the capital, as well as the expenditure, is far 
more nearly in direct proportion to the number of telephones 
in use than to the amount of wire employed. 

In the above case the law was declared invalid because the 
* People »8. American Bell Telephone Co., 117 N. Y. 242, especially 266. 
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tax was assessed on a foreign corporation. Even though this 
foreign corporation held stock in various domestic corporations, 
it was not legally doing business in the state; since before a 
foreign corporation can be taxed under the New York law 
it must not only employ a portion of its capital in that state, 
but must also be engaged in doing business there.* In the 
case of a domestic corporation the fact that the capital is em¬ 
ployed within the state is a sufficient ground tor taxation. 
So far as its capital stock is invested in the stock of foreign 
companies, it is not taxabk; because it is not employed within 
the state; but so far as its capital is invested in the bonds of 
foreign corporations taken in return for tlie sale of patent 
rights, it is taxable.** In another ease which also arose under the 
old law it was held tliat the proportion of sales within the state 
•to the total sales of a foreign corporation is not a fair test of 
the capital employtid within the state. Sales may be made by 
sample, so that the corporation may simply keep an office in 
the state and employ none of its capital there.** 

In some recent laws, as in Kentucky, the proportion of the 
capital stock which is taxed must t)ear the same proportion 
to the entire capital stock that the corporate receipts in the 
state bear to the total corporate receipts. This is a simple 
solution of the problem, but falls properly under the heading 
of double taxation of receipts, to be discussed below. 

3. Interstate taxation of non-resident bondholders or stock¬ 
holders. The subject of the taxation of corporate stock or 
bonds is complicated in another way by the (luestion of extra¬ 
territoriality. The problem is this: Can a corporation, even 
though its capital be employed wholly within the state, be 
taxed on its capital or bonded debt if these are owned in part 
by residents of another state? 

The federal Supreme Court has arrived at some very remark¬ 
able conclusions. So far as bonds are concerned, the above 
practice has been pronounced unconstitutional. In one case 
it has been held that a state tax on bonds issued by a railroad 
company and secured by a mortgage on a line lying partly 

' People ex rd. American Construction and Dredging Co. vs. Wemple, 
129 N. Y. 558 (1892). 

‘People ex ret. Edison Electric Light Co. ea. Campbell, 139 N. Y. 543 
(1893). 

* People ex rd. The Seth Thomas Clock Co. vs. Wemple, 133 N. Y. 323 
(1892). 
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in another state was void, because the state was taxing to that 
extent “property and interests beyond her jurisdiction.” ’ 
A later case went further and decided in general terms that 
a tax on corporate bonds is invalid as to non-resident owners, 
because the debts are the property not of the debtor, i.e. the 
corporation, but of the creditors, i.e. the bondholders. They 
are the obligations, not the property, of the debtors. But the 
creditors cannot be taxed on their property because they are 
not within the jurisdiction of the state.^ The particular statute 
in this case was the Pennsylvania law of 1868, requiring cor¬ 
porations to retain five per cent on the interest due on the 
bonds, payable to non-residents. The state courts which had 
hitherto entertained a different opinion were compelled to 
acquiesce; and in a later case, decaded in the same common¬ 
wealth, the state tax on corporate loans, i.e. on bonded indebted¬ 
ness, was upheld only so far as it api)lied to the bonds owned 
by the residents,^ being declared to be a tax on the bondholder, 
not on the corporation.'* This, therefore, is the accepted law 
of the land as to bonds. 

Shares of stock, on the other hand, are treated quite differ¬ 
ently. It has indeed been decided that a state tax on divi¬ 
dends is unconstitutional as to non-residents if the corporation 
be required to withhold the tax from the dividends.^ The 
New Jersey courts, moreover, have held that a corporation is 
not liable on that part of its stock owne<i by non-residents.® 
The United States courts, however, have uniformly maintained 
that a state tax on capital stock, even though the .stock be 
held partly by non-residents, is legitimate on the ground that 
the tax is laid on the corporation as a whole, and not on the 
individual shareholder.^ A later case even decided that a 
state tax on the .shares of stockholders, which the company is 
required to pay irrespective of dividends, is not a tax on the 
shareholders but on the corporation.® This is held to be true 

' Railroad Company vs. Jackson, 7 Wall. 262. 

* State Tax on Foreign-hcld Bonds, 15 Wall. 300. 

* Commonwealth vs. Delaware Division Canal Co., 123 Pa. 694. 

* Bell's Gap R. R. Co. vs. Commonwealth, 134 U. S. 232. 

‘Oliveras. Washington Mills, 11 Allen, 268. 

‘ 26 N. J. 181; 3 Zabriskie, .506,517. 

’ Delaware Railroad Tax Case, 18 Wall. 208. 

* New Orleans as. Houston, 119 U. S. 265. Of. also 196 U. .S. 466, up¬ 
holding the Maryland tax on non-resident stockholders. See Cony vs. 
Baltimore, 96 Md. 310. 
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notwithstanding the fact that in another case a tax on dividends 
or interest paid by the corporation was held to be a tax on the 
income of the stockholder or of the creditor, and not on the 
income of the corporation.* 

The present state of the law, therefore, is that the entire 
capital stock of a corporation may be taxed by any common¬ 
wealth, but that only so much of the bonds are taxable to the 
corporation as are owned by residents of the state. The mere 
statement of this proposition makes it evident how impracti¬ 
cable would be the otherwise defeasible system of taxing cor¬ 
porations by a separate tax on stock and an additional tax on 
bonds. The Pennsylvania system, which at first blush seemed 
to be an excellent solution of the problem, thus appears to be 
shorn of its chief merits, if tlu; present law of the land is sound. 
The great majority of stales, the bonds of whose corporations 
are owned mainly outside of the' state in large financial centres 
like New York or Boston, would find such a tax sadly inad¬ 
equate.^ Even in the .state of New York, where for several 


‘ United S( ides vs. Railroad Co., 17 Wall. 332. 

®An investigation by the Pennsylvania Tax Conference disclosed the 
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years the comptroller clamored for a tax on corporate indebted¬ 
ness, the proceeds would fall far below the actual capacity of 
the corporations. The dt'cisions of the Supreme Court prevent 
double taxation, it is true, but they do it so effectually as also 
to prevent just taxation. 

The same difficulty applies to the taxation of bonds of for¬ 
eign corporations held in the state. A recent case has decided 
that a state cannot impose upon a corporation chartered by 
another state, when paying in that otlior state the interest 
due upon bonds held by a resident of the first state, the duty 
of deducting from the interest so paid the amount assessed upon 
the bonds by a tax law of the first .state.^ 

From the economic point of view, these decisions are inde¬ 
fensible. If the tax on capital stock is a tax on the corporation, 
then the tax on mortgage bonds is equally a tax on the corpora¬ 
tion. Stock and bonds together represent the corporate prop¬ 
erty, for the value of the stock is diminished by the existence of 
the bonds. The bondholders, viewed from the economic .stand¬ 
point, are no more creditors of the corporation than are the 
stockholders. They are co-proprietors, just as mortgagor and 
mortgagee are in economic fact co-owners of the land. It is, 
therefore, difficult to see any justification for taxing non¬ 
resident stockholders while exempting non-resident bondholders. 
The same rule should be applied to both classes, for their in¬ 
terests in the prosperity of the corporation are in this respect 
precisely the same. The original Pennsylvania decision which 
was reversed by the federal Supreme Court rested on an earlier 
case involving much the same question, known as Maltby’s 
Case. And with all due deference to the Supreme Court, it 
must be stoutly maintained that to the student of political 
economy the original Pennsylvania decision seems sounder 
than that rendered by the federal tribunal. In Maltby’s Case 
the court uses the following language:— 

“ What would the plaintiff’s [a non-re-sident] loan be worth if it were 
not for the franchises conferred upon the corporation by the common¬ 
wealth [of Pennsylvania, franchises which are maintained and pro- 

Some of the results are very absuni: Railroad no. 4, although having 
$230,000 bonds, paid a tax of $1.02. Road no. 18, worth about the same 
amount, paid $1,200. The last roiul but one paid no taxes at all. The road 
half of whose mileage was in the state paid nothing at all on its $2,900,000 
bonds. 

* Railroad Co. vs. Pennsylvania, 153 U. S. 629. 
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tected by the civil and military power of the commonwealth. . . . 
It is on this ground that the legislature discriminates between corpora¬ 
tion loans and private debts as objects of taxation. . . , The loans 
and stocks of a railmul cmvpany resemble each other in many respects. 
Both are subscribed under the authority of a special law, and both are 
so/or mpitaf that they are einjiloyed for the same gMieral purpose. . . . 
Although loans and stocks are distinguishabhi for many imrposes, yet 
the legislature committed no very great .solecism in treating loans as 
taxable property within our jurisdiction. . . . Gorporation loans, 
though in one sense mere debts, arc, like moneys at interest, taxable 
as property.” ’ 

This is perfectly sound economics, although it is not now the 
law of the United States. 

It is remarkable that, in several cases decided since the leading 
case of the state tax on forcign-helcl bonds, the Supreme Court 
has applied to the relations between the federal government 
and foreign states a priiuiiplc entirely different from that which 
it invoked in the case of the commonwealths.. It has been held 
that the national tax imposed during the Civil War on the 
dividends, coupons and profits of transportation companies 
is an excise tax on the business, and that it is valid even though 
the dividends or interest are withheld from a foreign stock¬ 
holder or bondholder.- Justice Field in a dissenting opinion 
showed the incongruity between these decisions and the earlier 
ones as applied to commonwealth laws. He said:— 

“ If the United States can do this, why may not the state do the same 
thing with reference to the bonds issued by corporations created under 
their laws? What is sound law for one sovereignty ought to be sound 
law for another.” ’ 

This protest, however, wa.s in vain, and the legal status of 
the problem continues to be anomalous. The federal govern¬ 
ment can impose a tax on the total stock and Itonds, or total 
dividends and interest of fcorporations, irresf)octive of the 
residence of the holders. The separate commonwealths, on 
the other hand, which are treated like fonagn countries in the 
case of corporate stock or dividends, can impose a tax on only 
so much of the bonds or interest as are owned by, or due to, 
residents. This is of course illogical. 

' Maltby rs. Reading and Columbia Railroad Co., .53 Pa. State, 140. 

«Railroad Company vs. Collector, 100 U. S. 595 (1879); United States e«. 
Erie Railroad Co., 106 U. S. 327 (1882). 

•106U. S.336. 



288 


ESSAYS IN TAXATION 


years the comptroller clamored for a tax on corporate indebted¬ 
ness, the proceeds would fall far below the actual capacity of 
the corporations. The dt'cisions of the Supreme Court prevent 
double taxation, it is true, but they do it so effectually as also 
to prevent just taxation. 

The same difficulty applies to the taxation of bonds of for¬ 
eign corporations held in the state. A recent case has decided 
that a state cannot impose upon a corporation chartered by 
another state, when paying in that otlior state the interest 
due upon bonds held by a resident of the first state, the duty 
of deducting from the interest so paid the amount assessed upon 
the bonds by a tax law of the first .state.^ 

From the economic point of view, these decisions are inde¬ 
fensible. If the tax on capital stock is a tax on the corporation, 
then the tax on mortgage bonds is equally a tax on the corpora¬ 
tion. Stock and bonds together represent the corporate prop¬ 
erty, for the value of the stock is diminished by the existence of 
the bonds. The bondholders, viewed from the economic .stand¬ 
point, are no more creditors of the corporation than are the 
stockholders. They are co-proprietors, just as mortgagor and 
mortgagee are in economic fact co-owners of the land. It is, 
therefore, difficult to see any justification for taxing non¬ 
resident stockholders while exempting non-resident bondholders. 
The same rule should be applied to both classes, for their in¬ 
terests in the prosperity of the corporation are in this respect 
precisely the same. The original Pennsylvania decision which 
was reversed by the federal Supreme Court rested on an earlier 
case involving much the same question, known as Maltby’s 
Case. And with all due deference to the Supreme Court, it 
must be stoutly maintained that to the student of political 
economy the original Pennsylvania decision seems sounder 
than that rendered by the federal tribunal. In Maltby’s Case 
the court uses the following language:— 

“ What would the plaintiff’s [a non-re-sident] loan be worth if it were 
not for the franchises conferred upon the corporation by the common¬ 
wealth [of Pennsylvania, franchises which are maintained and pro- 

Some of the results are very absuni: Railroad no. 4, although having 
$230,000 bonds, paid a tax of $1.02. Road no. 18, worth about the same 
amount, paid $1,200. The last roiul but one paid no taxes at all. The road 
half of whose mileage was in the state paid nothing at all on its $2,900,000 
bonds. 

* Railroad Co. vs. Pennsylvania, 153 U. S. 629. 
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It will be seen that all these cases turn upon the point that 
the mortgage is personal property; but in several common¬ 
wealths, as we know,^ it has been provided that the interest 
of the mortgagee should be considered, for purposes of taxation 
only, as realty. This changes the whole situation and entirely 
undermines the foundation of the decision in the P'oreign-held 
Bond Case. If the interest of the non-resident bondholder, 
i.e., the mortgagee, is no longer personalty, it does not follow 
the person of the bondhokhu', but may he t.axed by the common¬ 
wealth in which tlx! corporation is situated. The taxation of 
■ non-resident bondhohhirs must thus he assimilated in these 
states to that of non-resident stockholders, and the federal 
decision will therefore he applicable to one jiart, hut inapplicable 
to another part, of the United States. It may even happen 
that the corporate proi)erty covered by the mortgage is situated 
in several different states, so that part of the bonds may be 
subject to one law, part to another. The ensuing complications 
may be easily imagined. It would he far better for the Supreme 
Court to abandon the whole contention and on purely economic 
grounds to reverse its decision. In a.ssessing a tax on capital 
stock or bonded debt, it should be entirely immaterial whether 
or not Si,irae of the stockholders or bondholders live without 
the state. The residence of the security holder should have 
nothing to do with the taxation of the corporation. 

If the tax is imposed not on the corporation but on the share¬ 
holders, non-resident stockholders would naturally escape, 
because outside the tax jurisdiction. In some cases, however, 
it is provided that corporations must then pay tax6s for the 
non-resident stockholders.- 

From one point of view there is indeed some force in the 
contention that the residence of the security holder should 
be considered. It may often occur that the stock and bonds 
of a corporation lying within one state may be owned by res¬ 
idents of another state. If the whole fortune of these individuals 
is invested in such securities, the second state would get no 
revenue at all if it exempted securities of taxed corporations. 
Yet the individuals certainly owe some duty to the state of 
their residence; their economic allegiance, so to speak, is partly 
due to the state where they live. On the other hand, it is equally 

* Supra, p. 104. 

’ Md. Rev. Code, part viii., art. xi., § 87; N. J. Rev., 1877, p. 1199 (as to 
banks);Ore. Gen. Laws, 1872, chap. 57, art. 1, § 6. 
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clear that the corporatipn owes a decided duty to the state 
where it is situated and wh^re its earnings are secured. How is 
this conflict to be avoided? 

The most desirable solution of the difficulty, as we have 
already intimated, would seem to be the division of the tax 
between the state of the corporation and that of the security 
holder. Each party {Hissosses taxable facailty or ability within 
the borders of the respective states—the corporation where 
it earns its money, the security holder where he resides and 
enjoys the benefit of government. For each state to levy the 
entire tax would be doulfie taxation; hence, if one party is 
taxed, the other should be exempt. In order to obviate the 
complete loss of revenue to the one state, and to satisfy the 
conflicting claims, the principle of economic allegiance must be 
invoked, and each state must be permitted to tax that portion 
of the economic facailty that properly falls within this category. 
This of course must be arranged by interstate agreement. The 
plan has not yet been tried in any Ameri(!an state, because no 
serious attempt has yet been made to grapple with the dif¬ 
ficulties; yet no final escape from the complexities of double 
taxation can be attained until some such method is adopted. 
But even though the proceeds ought to be so divided, the tax 
ought to be levied as a whole, entirely irrespective of the res¬ 
idence of the security holder. This part of the problem may be 
solved according to the .system proposed by the Tax Conference 
of Pennsylvania and practised in some other states, like Illinois, 
Indiana and Connecticut; namely, by assessing the corporation 
on a valuation equal to the market value of the whole capital 
stock plus the entire bonded debt, with a provision that only 
so much of the capital shall be assessed as is economically within 
the state. 

4. Interstate taxation of receipts or income. This phase of 
interstate double taxation presents far less difficulty. In re¬ 
gard to gross receipts the measure of faculty is very simple, 
viz., the gross receipts from business done within the state. 
In the case of insurance companies this is fast becoming the 
general rule in this country. When the returns do not show 
the precise amount of the gross receipts, the laws often provide, 
especially in the case of transportation companies, that the 
“gross earnings Within the state” should be deemed to be that 
proportion of the entire gross earnings which the mileage withiii 
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the state bears to the total mileage. This is the definition in 
Maine and many other states, and it has generally been upheld.' 
Under this definition the question has sometimes arisen whether 
the word mileage is to be interpreted to mean miles of track 
or miles of line. The former is, obviously, the correct economic 
basis, for the more double tracks, sidings and spurs, the denser 
usually is the traffic. In Wisconsin mileage has been held to 
include side tracks.^ The mileage principle has also been ap¬ 
plied to street railway companies, in the assessment of lines 
within and without the city limits.® An interesting variation 
is found in the Virginia law imposing the gross receipts tax on 
railroads which adds a [iroviso making an allowance “for a 
reasonable sum because of any excess of value of the terminal 
faciilities or other .similar advantages situated in other states over 
similar facilities or advantages situated in this state.” 

Another definition of “gross earnings within the state” 
which obviates this whole question of double tracks, allowances, 
etc., has been adopted by Minnesota and more recently by 
California. Thus to quote the California law “gross receipts 
within the state shall l)c deemed to be all re(;eipts on business 
beginning and ending within this state, and the proportion 
based upon the proportion of the mileage within this state to the 
entire mileage over which such business is done, of receipts 
on all busin(>.ss passing through, into or out of the state.” Mile¬ 
age in this case means simply the distance a given shipment 
is hauled. If wc compare tlu; so-called Maine system with the 
so-called Minne.sota system it may be; said that while the 
former is really the simpler, the latter is on the whole more 
equitable in that it docs not attempt to get any taxes or traffic 
beyond its own limits.^ As to other than transportation cor¬ 
porations the gross earnings tax can be easily arranged so as 
to obviate double taxation. 

If in lieu of the gross earnings tax a tax on net receipts or 
income be imposed, how docs the matter stand then? Strictly 
speaking, only so much of the income as is earned within the 
state should be assessed; but since it is exceedingly difficult 
to apportion the expenses of a large corporation among all its 

> 18 Wall. 208, 231. Cf. 92 U. S. 608; 125 U. S. 530; 45 Md. 384; 141 
U. S. 18; 55 Fed. Rep. 206. 

*64 Wis. 130. 

»74Md. 405. ■ 

* Cf. for a discussion of the two methods Report of the Ccayarrm Comrms- 
eion on Revenue and Taxation, 1906, pp. 171-174. 
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profits are ealculated in proportion to relative mileage.^ In 
Neuch&tel foreign corporations are taxable only for the profits 
earned within the commonwealth.* In Appenzell it is provided 
that corporations should pay the income tax in the place where 
the business is carried on, but in such a manner as to avoid 
double taxation.* The law of Ticino is especially interesting 
for the further reiison that it also imposes a tax on all corporate 
loans, but allows the corporation to deduct the tax only from 
the interest on the bonds owned within the canton.'* Foreign- 
held bonds thus escape taxation in the hands of the individual 
holder except by the state of the owner’s residence. 

In Germany, the conditions are much the same. In 1870, 
an imperial law was enacted which forbade in express terms 
double taxation arising from interstate complications. This 
law provided that individuals should be taxed by the state of 
their domicile, and that real estate should be taxable by the 
state of its location. The only clause affecting corporations 
prescribed that the occupation as well as the income from the 
business could be taxed only by the state where the business 
was carried on.* The commission which drafted the law, 
however, evaded the main question by asserting that the 
exact proportion of the corporate business or income taxed 
by any one state must depend on “the particular form of the 
actual conditions.” * This hsis settled nothing, and the matter 
remains, as before, a subject for the separate states to regulate. 

* Uri, Steuergesetz vom 10 Mai, 1886, art. 13. In Schanz, v., p. 376. 

® “Les 80 ci 6 t 6 s anonyraes . . . sont soumLspa au in 6 mc imp 6 t pour les 

ressources que leur procurent les affaire.^ faites dans le pays.” Loi sur 
I’impdt direct du 18 octobre, 1878, art. 6 , § 3. In Schanz, v., p. 219. 

* “Immerhin untcr Vermcidung von Doppelbcstcucrung.” Vollziehungs- 
verordnung uber die AusfUhrung von Art. 16 dor Verfassung betreffend das 
Steuerwesen (April !>, 1880), art. 6 . In Schanz, v., p. 26. 

‘The corporations “sono tenuti al pagamento dell’ imposta . . . gull’ 
importo complessivo delle obbligazioni al portatore da loro emesse.” Hut 
the law contains this further provision: “Non aaranno colpiti dall’ imposta 
i capitali [including the bonds] di cul . . . ovc il contribuente diniostri che 
ci 6 costituircbbeunadoppiaiin|X)sta.” . . . Arts. 15 and 3, §3 of the law of 
1890. In Schanz, v., pp. 460, 402; </. iv., p. 282. 

‘ Rcichagestz wegen B(s^citigung dcr Doppelbcstcucrung; vom 13 Mai, 
1870, § 3. Reprinted in Meitzen, Die Viyrschriflen uher die Klamen- mtd 
klassifizierie Einhmmemieuer in Preimen, no. 6 . 

“ “ Da&s die Entscheidung immer von dcr besonderen Gestaltung der 
tatsachlichcn Vcrhaltniase abhangen wcrdc.” Of. Clauss, “Das Reichs- 
gesetz wegen Beseitigung der Doppelbcstcucrung,” in Schanz’s Finam- 
Archiv, v., pp. 138-197, especially p. 179. 
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Several of the German commonwealths have now adjusted 
the difficulties in very much the same way that has been adopted 
or proposed in various American states. Thus the Itaden law 
provided that only so much of the corporate income shall be 
assessed as is proportional to the amount of capital employed 
within the state.' So the earlier Prussian law provided that 
the taxable net income of railroads which lie partly in other 
states should be estimated by the proportion of gross receipts 
within the state, and that this again should be calculated 
according to mileage.^ The Prussian local law tax of 1885 
measures the proportion of corporate income or net profits 
due to each tax district by the share of gross receipts in the 
case of banks and insurance companies, and by the share of 
expenses for salaric's and wages in the case of transportation 
companies.’ The income-tax law of 1891 states that only 
that part of the net receipts actually earned in Prussia shall 
be taxable.' 

The tendency therefore seems to be the same in all countries. 
Whether the tax be imposed on property or on income, the 
law shoukl be applicable to both domestic and foreign corpora¬ 
tions; and w'hlle no deduction should be made for non-resident 
holders of stock or bonds, only so much of the property or 
income should be assc.ssed as is eniploy(>d or received within 
the state. Since an exact standard is unattainable, it is advisable 
to use the approximate test of relative mileage in the case of 
transportation companies and of relative gross receipts in the 
case of other corporations. 

V. Taxation of the Corporation and of the Security Holder 

We come finally to the fifth and most important division 
in the subject of duplicate taxation—the taxation of the cor¬ 
poration and of the shareholder or bondholder. The question 
is; If we tax the corporation, shall we also tax the individual 
who owns the stock or bonds of the corporation? Is this double 
taxation? Is it unjust? 

’ Badisohes Einkonimensteuergeseta von 20 Jimi, 1884, art. 5, lit. B. In 
Finanz-Archiv, iii., p. 308. 

* Law of March 16, 1867, § 9. For the judicial decisions and rescripts on 
this point, see Clauss, op. cit., p. 181. 

* Communalsteucrnothgesetz von 27 Juli, 1885, § 7. Printed in Finanz- 
Archiv, iii., pp. 174-193, together with an explanatory article by Secretary 
Herrfurth. 

' Einkommensteuergesetz von 24 Juni, 1891, § 16. 
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Let us first discuss the actual practice both here and abroad. 
In the United States the legal conditions are absolutely lack' 
ing in uniformity. In some states the tax on the corporation 
is declared to be a tax on the shares, which are accordingly 
exempted from assessment. Thus in California, the statute 
declares that “shares of stock possess no intrinsic value over 
and above the actual value of the property of the eorporation 
for which they stand,” and that to tax both corporation and 
shareholder is double taxation.' In Arizona, we find exactly 
similar langujige used.^ In most of the other commonwealths, 
also, shares of stock in the hands of individuals are exempt 
when the corporation itself is taxed, although the reason of the 
rule is not always expressly stated as in the cases just cited. 

On the other hand, the statutes in North Carolina, Wyoming 
and Iowa (except for manufacturing corporations) and the 
judicial decisions in Illinois, Iowa, Louisiana, Maine and Mary¬ 
land are to the contrary effect.® This was formerly true also in, 
Indiana, Pennsylvania and Tennessee.'' In some of these 
eases it has been held that “the tangible property of a corpora¬ 
tion and the shares of stock are separate and distinct kinds 
of property under different ownership; the finst being the 
property of the corporation and the last the property of the 
individual stockhokh^r.” Taxation of both corporation and 
shares of stock is hence pronounced neither duplicate nor un¬ 
just taxation, even though the shares of stock have; no value 
save that which they derive from the corporate property and 
franchise.'’ In other cases again, it has been held that even 
though th(^ taxes amount to double taxation, they arc not un¬ 
constitutional. This, however, is true only in those states 

’ Cal. Code, § 3608, new sec. March 7, 1881; cf. Burke vs. Biullam, 57 
Cal. 694; 21 FihI. Rep. 539; 22 Fed. Rep. 002. 

’ Ariz. Cod(‘, § 2033. 

• Porter vs. Railroad Co., 76 Ill. 561; Danville Banking Co. rs. Parks, 88 
Ill. 170; Cook ra. Burlington, 69 la. 251; New Orleans vs. Canal Co., 32 La. 
Ann. 51; Cumberland Marine Railroad vs. Portland, 37 Me. 444. Wilkena 
vs. Baltimore, 103 Md. 293, and Baltimore vs. Alleghany Co., 99 Md. 1. 

* 15Ind. 160; 49 Pa. State, 526; 00 Pa. State, 77;47 Pa. State, 106. But it 
has been recently held in Pennsylvania that double taxation will not be sup¬ 
ported except by express enactment. 156 Pa. Slate, 4.88; 151 Pa. State, 266 
and 276; 139 Pa. State, 612. 

‘ So also in Switzerland this simultaneous taxation has been upheld on 
the strictly juristic ground that the corporation and the shareholder arc dis¬ 
tinct persons. See Speiser, Das Verbal der Doppelhesteiierung, and Roguin, 
La Sigh de Droit (Lausanne, 1889), 141 and passim. 
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which admit double taxation, as Pennsylvania formerly did, 
even though it be confessedly unequal. 

Other commonwealths, again, take a less logical middle 
ground. In the case of certain corporations they do not permit 
taxation of both shares and corporation; in the case of other 
corporations they do not object to this simultaneous taxation. 
In the case of national banks, as we know, the taxation of the 
corporation itself is made impossible by federal law. Most 
of the states, therefore, tax only the inilivnlual shares, although 
they collect the tax through the corporation.' In many cases 
this system has been extended to other banks besides national 
banks. A few commonwealths (Delaware, Georgia, Kansas 
and North Carolina) i)ursue this method with regard to all 
corporate shares in general, and eoilcet tin; tax from the cor¬ 
poration.^ In a f(w others, including Iowa, K(‘ntucky and 
Vermont, the prohibition of .simultaneous taxation of both 
shareholder and corporation applies only to definite clas.ses 
of corporations.® In Ohio it is tr\ie only of domestic corpora¬ 
tions. In Massachu.setts domestic corporations are taxed and 
the individual shareholders are exempt as regards all dues 
except those for school-district and parish purposes.' 

The decisions of th(^ United States Su()rem(; Ciourt arc some¬ 
what con flicting. The earlier cases seem to uphold simultaneous 
taxation of corporation and of shartdiohh'r. In a late case, 
howiwer, the court ass(>rts that doulrle tax.ation is never to be 
presumed; and that, although the eommonwealths have an 
undoubted right to levy such taxes, in the absence of a special 
statutory provision the presumption is agfdnst such an im¬ 
position.® On this point, accordingly, we find contradiction 
of theory. 

In a cognate matter there is a still greater diversity of practice. 

' Sec su/im, p. 15,5. 

2 Del. I.MWs, i:{, chiip. 393; Ga. Cotie, sec. 815; Kun. Comp. Laws, cliap. 
107, SCO. 0; N. C. Machinery Act of March 11,1889, sec. A 6. 

® In Iowa the prohibition applies only to manufacturing companies. Acts 
18th Gen. Assembly, chap. 57, §§ 1, 2; in Kentucky to turnpike, gajt, tele- 
graph, telephone, express, street-railway and toll-bridge companies. Rev¬ 
enue Law of 188G, chap. 1223, art. iv., § 8; in Vermont to railroads, Rev. 
Laws, sec. 270. 

' Maas. Pub. Stat., chap, xi., sec. 4. 

“Tennessett vs. Whitworth, 117 U; S. 136, 137; also, New Orleans vs, 
Houston, 119 U. S. 265. For the earlier cases, see Van Allen vs. Aascssors, 
3 Wall. 573; The Delaware Railroad Tax Case, 18 Wall. 230; Farrington 
vs. Tennessee, 95 U. S. 686; Sturgts r«. Carter, 114 U. S. 511. 
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Some commonwealths, as we have just seen, tax the stock¬ 
holders on the full value of their shares, irrespective of the 
question whether the corporation has been taxed or not. In 
other states, however, only a portion of the value of the shares 
is taxable. Thus in Louisiana, Minnesota and Nebraska, in 
the assessment of shares of stoek to the holders, a proportionate 
part of the value of the real and personal corporate property 
taxed within the state is deducted from each share.^ In New 
Hampshire and Tenne.ssee,'’ as formerly in New York in the 
case of banks,® a proportionate part of the real estate actually 
taxed is deducted from each share. In Rhode Island, a propor¬ 
tionate part of the real estate and machinery is deducted.^ 
Ill Maine, a proportionate part of the machinery, goods manu¬ 
factured or unmanufactured, and real estate locally taxable is 
deducted.® Finally, in New York, the statute (which applies, 
however, only to state and national banks) provides for the 
deduction of the assessed value of the real estate. In all these 
cases only the property actually taxable within the state is 
deducted. In Vermont, on the other hand, in the case of manu¬ 
facturing companies the value of the corporate realty and 
personalty, and in the cjisc of all other corporations the value 
of the realty, is deducted whether the property be located or 
taxable Mthin or without the commonwealth.® And in the 
revised franchise tax on business corporations in Massachusetts 
the value of the taxable property both within and without 
the state is deducted.^ 

A somewhat analogous question is that of the taxation of 
the shares of foreign corporations in the hands of individual 
residents. All those states which, as we have seen, declare 
it to be justifiable to tax both corporation and shareholder, 
of course do not hesitate to tax the shares held by residents, 

‘ La. Acte of 1888, no. 85, sec. 27; Minn. Gen. Stat., chap, xi.; Neb. Act 
of March 1,1879, sec. 32. 

®N. H. Gen. Stat., chaps. 53-55; Tenn. Laws, 1868-69, chap. 9, sec. 9. 

’ N. Y. Laws of 1866, chap. 761; Laws of 1882, chap. 409, § 312. Of. Peo¬ 
ple vs, Comtnissioners of Taxes, 69 N. Y. 91. These Now York laws were 
repealed when the special 1% bank tax was imposed in 1901. C/. supra, 
p. 157. 

* R. I. Pub. Stat., chap. 4.3, sec. 12. 

* Me. Rev. Stat., tit. i., sec. 14, § 3. 

‘ Vt. Rev. Laws, tit. 9, chap. 22, sec. 288. Cf. on this point, Moore, “Cor¬ 
porate Taxation,” in American Law Review for 1884, p. 771. Moore’s state¬ 
ments are not entirely accurate. 

’ Cf. supra, p. 206. 
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even though the foreign corporation itself be taxed. There is 
here, therefore, no discrimination between domestic and foreign 
corporations. The other states which declare the simultaneous 
taxation of corporation and shareholder to be duplicate taxation, 
may be divided into two classes. Some of them exempt the 
shares held by residents in foreign corporations, but only whei^ 
the foreign corporations themselves are actually taxed by the 
state of their residence. Tliis is the rule in almost all of New 
England and in a few other states, like California, Louisiana 
and New Jersey.' New York goes still further, and always 
presumes that the foreign corporation has been taxed by the 
state of its residence.^ In actual practice the custom is very 
much the same in the other states mentioned. 

Some states, however, like Massachusetts, make a distinc¬ 
tion between foreign and domestic corporations, exempting 
the shareholders of domestic corporations (or taxing them only 
through a simple tax on the corporation itself), but a.ssessing 
the shareholders of foreign corporations on their shares. This 
practice has given to considerable controversy;^ but from the 
standpoint of justice in taxation it can be defendid only to a 
very limited extent. According to tla^ principle of relative 
economil interests, the shareholder of a foreign corporation 
is indeed under a certain obligation to support the state of 
his residence. The proper way to satisfy the conflicting claims 
is, however, to have the foreign state, which taxes the corpora¬ 
tion, divide tlm tax according to some agreement with the state 
where the stockholder resides. To tax the shareholder when 
the foreign state already taxes the corporation seems inadmis¬ 
sible; while entirely to exempt the shareholder is unfair to the 
state of his residence. Some modus vivendi ought to be arranged ; 
but so long as it does not exist, the New York rule should be 
followed. 

> N. H. Gen. Laws 1878, chap. 53, sec. 6; Vt. Rev. Stal., tit. ix., chap. 12, 
sec. 270; R. I. Pub. Stat., chap. 42, see. 10; N. J. Revts. 1877, p. 115; see. 64. 
C/. Smith as. Ramsey, 25 Vroom, 546 (1893); Ijockwood cs. Weston, 61 Ct. 
211 (1891); City of San h'rancisco v. Mackey, 22 Fed. Rep. 602. 

*C/. Hoyt vs. Commissioners, 23 N. Y. 224 (1861). 

»This has been the law since 1836. But up to 1866 taxes paid on Massa¬ 
chusetts real estate and machinery by the foreign corporation were deducted 
from the tax on the shareholder. Mass. Rev. of 18.56, chap. 7, secs. 2, 4; 
Dwight V8. Boston, 12 Allen, 316. Of. Crocker, The Injustice and Inex]>e~ 
diency of Doubk Taxation, 1892; R. H. Dana, Double Taxation Unjust 
and Inexpedient, 1892. The rule is the same in Md. See Code of Public 
General Laws (1904), art. 81, sec. 156. 
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Such is the situation in regard to shares of stock. The 
same question can, of course, arise in reference to mortgage 
bonds. As regards the simultaneous taxation of corporate 
property and the individual bondholder, the disagreement 
is less profound only because corporate loans are, as we know, 
rarely taxed. In the one commonwealth, Connecticut, where 
certain corporations pay what has been pronounced a property 
tax on the value of their stocks and bonds, it has been held not 
to be double taxation to assess the individual bondholder as 
well as the corporation.* Yet Pennsylvania comes to the op¬ 
posite conclusion, so far as the bonds in this commonwealth 
are taxable only to the corporation and not to the individual 
bondholder; ** for in these states neither stockhokhir nor bond¬ 
holder is liable. The federal Supreme Court virtually accepts 
the same principle in deciding that a tax on the bonds is a tax 
on the bondholder,’ the corporation being used merely as a 
convenient means of collecting the tax. It may be confidently 
asserted, therefore, that so soon as the taxation of corporate 
loans becomes as general as is now the taxation of corporate 
stock, we shall be confronted by precisely the same diffi¬ 
culties. 

If we turn to Europe, we shall find a still greater diversity 
of practice. Of the European countries, Switzerland is the only 
One in which some of the cantons still tax corporate pro[)erty 
or capital stock; and in Switzerland the condition is just as 
chaotic as with us.^ Thus one set of cantons (Glarus, Orisons, 
Baselstadt, Aargau and Ticino) formerly taxed only the share¬ 
holder.’ The intercantonal complications, however, soon as¬ 
sumed important proportions; for it frequently occurred that 
the great majority of the shareholders resided in a different 
canton from the home of the corporation, to the manifest det¬ 
riment of the public revenue in the latter. Owing to this fact, 

' Bridgeport vs. Bishop, 33 Conn. 187. 

* Pa. law of June 30, ISS."), § 4. Before the corporation-tax law of 1880, 
the same principle applied to all corporations in New York. Before the 
law of 1896 this principle applied also in Maryland. 

* State Tax on Foreign-hold Bonds, 15 Wall. 300. 

* Cj. in general, Schanz, Die Steuem dcr Schweie, i., pp. 90-99; and Zilr- 
cher, Kritische Darslellung betreffend das Verbot der Doppelbesteuerung, 
pp. 36-41. Cf. the caution on page 260, supra. 

‘ This was true in Orisons from 1871 to 1881; in Baselstadt up to 1879; 
in Aargau to 1885; in Ticino to 1890. See the respective laws in Schanz, 
op. eU., iii., p. 247; ii., p. 40; v., p. 4, § 20; iv., p. 281. For Glarus, see 
ibid., V., p. 175. 
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the above system has now been abandoned by all the cantons 
except Glarus. 

A second set of cantons, which tax the corporate ])ropcrty 
and income, deduct the shares, dividends or interest in the 
hands of the security holders of domestic cori)orations from this 
taxable property or income. Such is the law in Schaffhausen, 
Bern, Valid, Aargau and IJri,' and is the practice in Baselstadt, 
Sehwyz and Zug.^ The security holders of foreign corjiorations 
are, however, not exempted from taxation, ( irisons, moreover, 
has the curious provision that while corporations arc taxed 
directly, only the shareholders of domestic corporations arc 
exemjit, the bondholders of both domestic and foreign corpora¬ 
tions being taxable equally with the corporation.^ In some 
of the above cantons, as in Uri, Bc-rn and Aargau, the security 
holders are exempt only from commonwealth taxes, but are 
liable for local burdens.'* It is the same system, it will be ob¬ 
served, as in Massachusetts. 

A third set of cantons do not shrink from double taxation, 
but tax both corporation and shareholder. Such is the law in 
Baselstadt and Neiu^hatel.*’ On this iioint the decisions of the 
Federal Council are contradictory.'’' Finally, a fourth set— 
and this seems the growing tendency in Switzerland—seek to 
divide tlu^ tax between corporation and shareholder. Thus 

' SchafFhauson, Stcuorgesotz vom 29 Sept. 1879, ar(«. 9 and 10, in Schanz, 
V., p. 2.')9; ii., p. 109; B(an, Vollziehungsonlnung, vom 22 Marz, 1878, § 3, 
in Schanz, v., p. 83; Vaud, loi d’imjiOl sur la fortune inohilifae du 21 aodt, 
1862, art. 6, in Zilrchor, »/). ciL, p. 38, cf. Schanz, iv., p. I.IS (true only to 
1886); Aargau, Gn)ssriitlichi! Verordnung Uber don llozug dor dirckten 
Staats- und Gcmcindcsloucr, vom 26 November, 18.85, § 7, in Schanz, v., 
p. 15; IJri, Rteuergosotz vom 10 Mai, 1886, art. .5, in Schanz, v. p., 375. 

- h'or these cantons, see the judicial decisions in Ztlrcher, op. cit.y p. 38. 

’Graubiindeu, ,Stcucrgeselz vom 28 August, 1881, § 16; in Schanz, v., 
p. 192. 

* See the respective provisions in Schanz, v., p. 375, art. 5; 88, § 7; 15, § 7; 
and 19, § 18. 

^ Bern, Gesetz betreffend die dirckten Steuem, vom 31 Mai, 1880, §§ 1, 8; 
and Gescl.z betreffend die Itesteuerung der anonymen Erwerhsgesellschaften, 
vom 14 Oct., 1889, § 1; in Schanz, v., pp. 41, 43, 49; Neuchatel, I/)i sur 
I’impdt direct du 18 Oct., 1878, art. 5 and art. 6, § 3; in Schanz, v., pp. 218, 
219. Schanz, i., p. 95, also includes Zug in this class, but erroneously, as 
appears from the official decision quoted in ZUrcher, op. cit., p. 38. 

'Sec the several cases in Schreiber, Verbal tUr Doppelbestewrung, pp. 
199-202. He opposes double taxation. On the other hand, see Meili, 
“Rechtsgutachten Uber die Bcsteucrung der Aktiengescllschaften,” in the 
Zeitachrift fUr schweiierische Gesetzgebung, v., p. 489. See also ZUrcher, 
op. cit., p. 40. 
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Geneva taxes the corporation on its realty and the share¬ 
holder on his shares; but does not permit the shareholder 
to make a proportionate reduction for the corporate realty 
already taxed, as is the case in New York, New Hampshire 
and Tennessee^ Appenzcll taxes the shareholders on the 
market value of their shares, but the corporations only on 
their reserve funds.^ In Zurich, the shareholders are taxed 
on their shares; the corporations on their reserve fund and their 
income in excess of five per cent of the capital. The income 
below five per cent is not taxed because it is supposed to be 
hit by the tax on the shareholders. For purposes of local 
taxation, however, the .shareholders are asso-ssed on their shares, 
but the corporations pay only on their realty and on a pro¬ 
portionate part of their reserve funds.^ 

The 1885 “draft of a federal law on double taxation” sought 
to divide the tax between corporation and shareholder in a 
new way. The stockholder was to be assessed by the place of 
his domicile on the market value of his shares up to the amount 
actually paid or on the dividends up to five per cent; while the 
corporation was to pay only on the value of the capital or 
dividends above this figure."* Although this particular draft 
failed of adoption because of the jealousy of the individual 
cantons at the supposed infringement of their state rights, the 
principle has nevertheless been accepted by a single common¬ 
wealth,—Valid. In this canton all shares which stand above 
par and all bonds which pay more than four per cent interest 
are assessable to the individual owners at their par value. The 
corporations are assessed only on the surplus above the capital 
stock, i.e. the reserve and sinking funds and other sums earned 
during the year."'* Such a clumsy method is not likely to be 

‘ Geneve, Ix)i g(!n6ralR sur lea contributions publiques, du 9 novembre, 
1887, arts. .300, 324; in Schanz, v., jip. 151, 155. 

’ Vollziehungsverordnung Uber die Au.sfUhrung von Art. 16 der Ver- 
fassung betreffend das Steucrwo.scn (April 5, 1880), arts. 5, 6. Schanz, v., 

p.26. 

’ Gesetz betreffend die VermOgens-, Einkommen- und Aktivbtlrgerateuer 
vom 24 April, 1870, §§ 2, 4; Anleilung betr. das bei der Selbsttaxation . . . 
zu beobachtende Verfahren, § 6; Gesetz betreffend das Gemeindewesen, 
§ 137, d, e. Schanz, v., pp. 423, 424, 431, 439; ii., p. 435. Cf. ZUrcher, op. 
cil., p. 39. 

* Bundesgesetzentwurf vom 6 Marz, 1885. In Schanz, i., p. 96. 

‘ “Les actions et parts de sociitAs qui ont leur si5ge en Suisse et dont le 
cours & la bourse est 8up4rieur A leur valour nominale ou qui rapportent un 
intArAt supArieur au 4 per cent de cette valeur, sont comptAes dans la for- 
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adopted in this country. On the otiuT hand, in St. Gallen the 
stockholder is taxed on his shares, the corporation on its income 
in excess of four per cent interest on the capital.* We see, then, 
that Switzerland has no settled practice. 

In the other importimt European countries the prevailing 
system as we have learned is that of the taxation of incomes. 
The same questions arise as to the taxation of corporate prof¬ 
its and of shareholders’ or bondholders’ income. 

In England, the income tax payable on annual profits or 
gains aecording to schedule D of the income tax is advanced 
l)y the corporation, and is deducted by it from the dividends 
or interest due the security holders, who are then to that extent 
exempt from the income tax.^ In Austria the facts are similar 
to those in England.® In Italy, the law reijuires the income 
tax to be paid by the corporation, but does not interfere with 
the adjustment of the tax between the company and the share¬ 
holders. Nothing would prevent the corporation from deduct¬ 
ing the tax from the dividends; l)ut in fact, it is the custom for 
the corporation to charge the tax to (ixpense account, with the 
same result for the shareholder. The latter is not a.ssessable on 
his dividends because the law expressly forbids double tax¬ 
ation of this kind.* As regards bondholders the companies 
are required to pay the tax on coupons, with a right to recoup 
from the bondholders.'’ 'riie companies genc'rally do not de¬ 
tune inobiliftrc du port,eur ou doa creiincicra pour lour valcur nominale 
aculemcnt. . . . L’avoir not (rdaervea ot amortkaoment.s cornpria) dcs 
aocidtCa . . . cat comptC dans la fortune iMobiliCrc do eoa sooidtda pour 
tout ce qui cxc^dc le c.apital social.” boi d’im|)0t sur la fortune mobili^rc, 
etc., du 21 aodt, 1880, .art. 11. .Schanr., v., p. 387; iv., p. 1.58. 

' Geaetz liber die Kinkommensteuer, sowie iiber die Beateuerung dcr 
anonymen Geaellschafi on (1863), art. .5; Verordnumg liber Beateuerung der 
anonyinen Gesellschatten vom 28 Jan., 1807, arts. 4, 11. Sohanz, v., pp. 
309, 311. 

* Ellis, A Guide to the Incoim Tax Act.f, pp. 78-112. 

’ Wagner, “ Diroktc Steuern”’ § 103, in Schlinberg, Handbuch der poli- 
tischen Oekonomw, iii,, p. 307. Wagnerta discussion of these points is 
not adequate or conclusive. 

* “ Ne aaranno aoltanti eccetluati |in the taxable income] i redditi che per 
di-aposizione della preaente legge siano gid una volta a-ssoggettal i all' im- 
posta in cssa stabilita.” Legge per 1’ impoata sui reddit i di riechezza mobile, 
art. 8, § 2. 

" “ . . . I.e societil anonime dichiareranno non solo i redditi propri, ma 
eziando . . . gli interesai dei debiti da loro contrail i e delle obbligazioni da 
loro emesse, e pagheranno direttamente 1’ impoata relativa anche a qu«ti 
ultimi redditi, rivalendosene sui loro assegnatori e creditor! mediante rit®" 
nuta.” lUd., art. 15. 
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duct anything from the coupons, but, as with dividends, charge 
the tax to expense account. In this case it would seem as if 
the stockholders were liable for the tax, since, strictly speak¬ 
ing, it would have to come ultimately out of the stockholders’ 
dividends, and not out of the bondholders’ interest, which is 
legally fixed. In actual practice, however, this distinction is 
not observed. The bondholders, moreover, are not assessable 
if the corporation has pai<l the tax. In France, the tax sar le 
revenu des valeurs mobilieres, so far as it applies to the dividends 
or interest of corporate securities, may be i)rimarily collected 
from the company and then deducted by it from the sums due 
the security holders, as in England; or the tax may be assumed 
directly by the companies,* as in Italy. 

In Germany, every possible plan has been tried, without 
reaching any definite or uniform conclusions. The matter is, 
moreover, further complicated by the fact that corporations 
like individuals must pay a business tax (Gewerhesteuer), some¬ 
what akin to licenses or occupation taxes in the Southern states 
of the American Union. In a number of German states (Olden¬ 
burg, Brunswick, Gotha, Schaumburg-Lippe, Waldeck and 
Liibeck) the corporations pay no income tax, but the share¬ 
holders and bondholders arc taxed.** In other states, like Saxc- 
Weimar, Lippe-Detmold, Bremen and Hesse, the corporations 
are assessed, but the shareholders and bondholders are exempt.® 
Even in these commonwealths, however, the definitions of 
corporate net income do not tally. In most of the remaining 
states, like Prussia, Saxony, Baden, Bavaria, Wurtemberg, 

' Tanqu(5rey, TraM . . . de VimpSl sur le revenu des valeurs moUlieres, 
pp. 143-150; Vignea, Traits des impSls en France, i., pp. 405-409; Kauff- 
mann, Die Finanzen Frankrcichs, pi). 288, 291. 

’C/. the details in Antoni, “Die Steuersubjecte im Zusammonhaltc niit 
dcr DurchfUhrung der Allgemeinheit der Besteuerung nach den in Deutsch¬ 
land geltendcn Staatfateuergeaetzen,” in Finanz-Arehiv, v., pp. 916-1033, 
especially 1010. The statements in this paragraph are true of the situation 
in 1895. For later ehange.s see the work of Blum, cit(;d supra, p. 262, note 3. 

* Sachsen-Weimar, Ge.setz Uber die allgemeine Einkommensteuer, von 19 
Mttrz, 1869 [with amendments of 1874,1877 and 1880], §§ 48 and 4. Printed 
in Finanz-Arehiv, ii., p. 932.—Lippe-Detmold, Gesetz die Klassen- und 
klassifizierte Einkommensteuer betreffend, von 1868 [with amendments of 
1882 and 1885], §§ 1, 7.—Bremen, Einkommenstcuerg(«etz von 17 Dez., 
1874, § 5.—Hessen, Gesetz von 1884, die EinfUhrung dcr Einkommensteuer 
betreffend, arts. 4, 19. In Finanz-Arehiv, ii., pp. 383-434. For Hesse in 
particular, see Schanz, “Die dirckten Steuem Hessens und deren neueste 
Reform,” Finanz-Arehiv, ii., pp. 235-529. Also Conrad's Jahrlnlcher, xii., 
p.40. 
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Mecklenburg, Anhalt and the other minor commonwealths, 
both corporation and security holder are taxed—the corporation 
on its income or business, the individual on his income from the 
corporate security. ‘ In one case (Bad(‘n) the same income 
was until recently taxed four times—that is, the corporation 
paid a l)usiness tax {(lewerbesteAier) and an income tax, while 
the individual shareholder or bondholder paid not only an 
income tax but also a tax on the interest of his capital invested 
in the bonds or stock {Ktifjntalrcnkndeuar)} In the original 
draft of the bill to reform the Prussian law, this same quadruple 
taxation was proposed; ® but its injustice was so manifest that 
the project faih'd. It was also i)roi)osed in Hesse, but without 
success. In 1906 the supplemental property tax took the place 
of the business tax and of the capital tax in Baden, but as both 
corporations and individuals are subject to this jiroperty tax, 
the quadruple .system virtually continues.' Baden, therefore, 
was the only state in the world which could pride itself upon 
assessing the .same subject four times. 

We see, thus, thfit in Europe there is no setthal practice at 
all, although the tendency seems to be to tax the corporation 
and to cxf'inpt the individual on his income from corporate 
investments. Is this the correct policy? Is it true that in tax¬ 
ing the cori)oration, whether on property or on income, we are 
taxing the individual holder of the shares or bonds? 

This brings us to the pith of the question. What is the in¬ 
cidence of the corporation tax? Where does the burden really 
fall? This question has never yet received adequate attention.'* 

' Sachsen, Einkommensteuergesetz von 1878, § 4,—Bayern, Einkoin- 
mensteucrgeset.z von 1881, art. 1, § 1.5. In Sci.sscr, IXe GeseUe iiber die 
direkien Sieuem ini Kgr. Bayern, i., 1.58.—WUrtomberg, Gesetz von 1872, 
art. 1, § 3. In Sammlmig vmrllemherguchcr Slenergeeetze (1883). Meck¬ 
lenburg, revidiertes Contributionsedict von 1.874, §§ 13, 45. Baden, 
Ge.setz' von 1884, die EinfUhrung einer idlgemeinen Einkommenstcuer 
betreffend, art. 5. In Finanz-Archiv, ii., pp. 301-394. Cf. Philippsberg, 
Gesetz uber die direkten Sieuem in Baden (1888). Anhalt, Gesetze von 
1886, di(! EinfUhrung einer Einkommcrifiteuer . . . betreffend, || 2, 4. 
Cf. Schanz, “ Die Steuem im Herzogthum Anhalt, ihre Entwickclung und 
neueste Reform,” Finanz-Archiv, iv., pp. 961-1070, especially 1016. hor 
Prussia, see Einkommensteuergesetz von 1891, §§ 12 b, 14. 

> Finanz-Archiv, ii., p. 320. Cf. laiwald, “Die direkten Steuem in 
Baden,” in Finanz-Archiv, iii., p. .350. 

’ Einkommenstcuergesetzentwurf von 1883. 

* Cf. Blum, op. ct(., pp. 52-56. _ u r j • 

' The nearest approach to a discussion of this question is to be found in 
Helferich, “Ueber die EinfUhrung einer Kapitalsteuer in Baden,” in Ttt- 



308 


ESSAYS IN TAXATION 


VI. Incidence of the Tax 

It is generally assumed that a tax on a corporation is a tax 
on the shareholder or bondholder. But as has already been 
pointed out,’ a distinction must be drawn between the original 
holder and the recent purchaser of corporate securities. Under 
certain circumstances the burden of a tax is not borne by the 
purchaser of new corixtrate securities, but falls entirely on the 
original holder of the old securities issued before the tax was 
imposed. If a corporation is taxed on its income, and if no 
similar tax is levied on other corporations or on other securities, 
the stock will fall in value and the new purchaser who buys at 
the reduced price really buys free of tax. Although be pays the 
tax, the amount of the tax is thus discounted in the depreciation 
of the security. With the lapse of time and the fluctuations in 
the market the original holders all disappear. Hence at any 
given time an exclusive income tax levied only on the corpora¬ 
tion and not on the shareholder does not affect anyone except 
the original holders who bought before the imposition of the 
tax. It is only a question of time until this class of original 
holders disappears entirely. 

As to bondholders, the argument is precisely the same if 
the corporation is empowered to deduct the tax from the in¬ 
terest. The lower rate of interest is discounted in the deprecia¬ 
tion of the bond, so that the new purchaser lo.ses nothing. More¬ 
over, in those cases where, as we have seen, the tax is borne 
by the corporation and not deducted from the interest,^ the 
bondholder does not suffer at all, except in so far as it somewhat 
lessens the security of the mortgttge. 

Of course this is more or less true of all new taxes under 
certain conditions. By virtue of what is called the capitaliza¬ 
tion of taxation a new tax may affect the original owner of the 

binger Zeikschrift far die gesammte Staatswissenschaft, 1846, pp. 291-324, 
especially 315 et seq. 

‘Supra, p. 108. 

* During the Civil War, when a federal tax was imposed on the coupons 
and dividends of certain corporations, many corporations declared these 
“free of tax,” and refused to withhold the amount from the sums due to the 
bondholders and stockholders. They simply assumed the tax and charged 
it to expense account, asserting that while the law authorized, it did not 
direct, them to withhold the tax. See Iniemal Revenue Record, vol. i. (1865), 
p. 153.—The practice was thus the same as in Italy to-day. 
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taxable article more than the new purchaser. In the case of 
direct taxes the original holder may be injured while the future 
purchaser may discount the tax in the depreciation of the article. 
In the case of indirect taxes the reverse is true, for the effect 
of the tax often is to increase the price. The lucky owner who 
holds the commodity before the imposition of the tax then 
reaps the benefit of the rise in price. The iwint which is usually 
overlooked^ however, is the question whether the new tax is 
general or partial. If the direct tax applies to all subjects in 
the class and to all classes, then the new purchaser is taxed 
equally with the original owner. For if the tax is general there 
will be no depreciation in value. It is only when the tax is 
partial, assessing some articles in the class more than others, 
that it may under certain conditions be capitalized, and that a 
decrease in the value of the overtaxed article may ensue. 

If we apply this principle to the corporation tax, we reach 
the following results: If the corporation tax simply forms a 
part of a general scheme of income taxation, as in England 
or in Italy, the shareholder must indeed be exempted. Since 
the tax affects the interest on all investments, not simply on 
corporate securities, the investor, whose interest was cut down, 
will not find any non-taxable securities of equal desirability 
from which he can obtain the original rate of interest. In 
such a case, therefore, the tax on the corporation is a tax on the 
investor. To tax both corporation and individuals on their 
income would really be double taxation. On the other hand, 
if the corporation tax is partial— i. e. if only corporate, and not 
other, securities are taxed, or if only a few classes of corpora¬ 
tions are taxed—then the taxation of the corporation is not 
sufficient to reach the purchaser. He will practically escape, 
because the freedom of investing in non-taxable securities will 
enable him to discount the tax in the price he pays. If a general 
income tax is imposed, it will not be valid for the new purchaser 
of corporate securities to claim exemption on the ground that 
a tax has already been imposed on his particular corporation. 
To tax both the corporation by a special corporation tax and 
the shareholder by a general income tax in such a case is not 
unjust or double taxation. To tax the corporation alone would 
in reality not burden the shareholder who purchased after the 
tax was imposed. An additional tax on the new shareholder 
in common with all other recipients of income would thus really 
constitute no injustice to him. The practical difficulty of course 
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would consist in distinguishing between the old and the new 
owners. 

Thus far we have been discussing the incidence of the cor¬ 
poration tax in a scheme of income taxation. How does the 
matter stand in the case of a property tax? 

The principle is the same. Let us assume that in addi¬ 
tion to the corporation tax a general property tax is actually 
levied on all individuals. The corporation would, then pay 
the first tax, and the individuals would pay the second tax 
upon corporate shares and bonds. This would indeed be 
duplicate taxation, but only on the assumption that the cor¬ 
poration tax is imposed on all corporations in general, and that 
the property tax is actually assessed on all kinds of property. 
In such a case it would be unjust to tax both corporation and 
shareholders. This is the assumption made by most of the 
American commonwealths, which, as we have seen, generally 
exempt the shares when the corporate property or franchise 
is taxed! 

The assumption, however, is not always correct. In the 
first place, only special classes of corporations are sometimes 
taxed. Secondly, the general property tax we know to be 
general only in name, for by far the larger part of personal 
property or of investments in the hands of individuals escapes 
taxation. Under these conditions the matter may be entirely 
different. If the tax be imposed on only a particular class of 
corporations, and if the conditions are not such as to bring about 
a shifting of the tax to the consumer of the commodities pro¬ 
duced, the corporation tax will, if all other securities escape 
assessment, be discounted in the lower market value of the 
shares, because, other things being equal, the value of new in¬ 
vestments will vary in proportion to the net profits to be de¬ 
rived therefrom. Although the corporate tax reduces the divi¬ 
dends, the reduced dividends on the reduced value will yield 
to new investors as large a percentage as did the larger dividends 
on a property of greater value—greater because untaxed. Thus 
where there is only a partial tax of this kind on personal prop¬ 
erty a special corporation tax puts the new purchaser of shares 
in the same position as if he owned non-taxable property, i. e. 
it virtually imposes no additional burden on any of the share¬ 
holders except the original owners. In the case of bondholders 
where the corporation tax is deducted from the interest, this is 
equally true. When the corporation tax is assumed by the 
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corporation and not deducted from the interest—the almost 
universal rule in the United States—the bondholders are not 
reached at all, except in the very indirect way that they may be 
exposed to an ultimate diminution in the security of their lien. 
The tax as such does not strike them; their property, consisting 
of corporate bonds, goes scot-free. A property tax or franchise 
tax on the special corporation, under the given conditions, is 
really not an additional burden on the individual holder ot 
corporate securities or at all events not on all the individual 
security holders. 

The practical conclusion applicable to the United States 
to-day is as follows: 

If the corporation tax is to be utilized as a means of reaching 
the faculty of the security holder, rather than of the fictitious 
person known as the corporation, it is necessary to generalize 
the tax—to levy a general tax on corporations, as a few states 
are now beginning to do. Furthermore, the corporation tax 
must be regarded simply as a part of a larger system of taxa^ 
tion, the constituent elements of which must endeavor to reach 
the other sources of the taxpayer’s ability. The corporation 
tax, in other words, must be supplemented by other taxes,, 
both state and local, in order that these taxes combined may 
stand in some proportion to the revenue of the individual. 
Then, but only then, will it always be double taxation to assess 
the corporation as well as the security holder. So far as there 
is a decided tendency to generalize the corporation tax, the trend 
of American legislation, in seeking to avoid double taxation, 
is in the right direction. 

VII. Local Taxalion 

Up to this point we have discussed chiefly the state taxa¬ 
tion of corporations. But the lesser governmental divisions 
also have their claims to urge, especially in modern times when 
local needs outweigh so heavily those of the states. There 
are no less than five different methods of taxing corporations 
for local purposes in the United States. These are as follows: 

1. A local general property tax. 

2. A local corporate franchise tax in addition to the general 
property tax. 

3. A local tax on real estate. 

4. No local tax at all. 
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5. A distribution of the state tax on corporations to local 
districts. 

The first plan, that of the local property tax, is still usual, 
even in some of the commonwealths that have abandoned the 
general property tax on corporations for state purposes. Cor¬ 
porate property is in some cases measured by the capital stock. 
In New York, for examph;, while banks, insurance and tele¬ 
graph companies are taxed according to special laws, in the 
case of other domestic corporations the tax is levied at the 
usual rate of the local tax on the actual value of the capital 
stock, together with the surplus profits or reserve funds ex¬ 
ceeding ten per cent of the capital, after deducting the assessed 
value of the real estate and of the shares of stock in other 
taxable corporations.^ Foreign corporations, however, are 
taxable only on the sums actually invested in the state. 

The second method, that of a corporate franchise tax in 
addition to the local property tax, is found in Kentucky, where 
the tax on the franchises of certain corporations may be levied 
also by the local divisions. Somewhat analogous to this are 
the local licenses which in many of the Southern states are 
imposed on corporations as well as on individuals in addition 
to the state licenses. 

The third method, that of a local tax on real estate only, 
is becoming more and more common, especially in the com¬ 
monwealths which impose a separate state tax on certain kinds 
of corporations, like transportation and insurance companies. 
It is likewise the custom with banks, which pay a local real 
estate tax, and also advance the tax on shares assessed to the 
shareholders. 

The fourth plan, the exemption from local taxation, is found 
in a few states which impose a franchise tax on certain classes 
of corporations. The only state which has a general corpora¬ 
tion tax law in lieu of local taxation is Pennsylvania. Even 
there certain classes, like purely manufacturing companies, 
which are excepted from the operation of the general corporation 
tax, are subject to local taxation on their real estate. Further¬ 
more the real estate of railroad and other transportation and 
transmission companies, not necessary to the exercise of their 
franchise;, may be taxed by the local bodies. Some cities are 
also permitted by their charters to tax the real estate of certain 
corporations, and the courts have ruled that the general cor- 
‘ Laws of 1857, chap. 456, vol. ii., p. L 
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poration tax law does not deprive tliese municipalities of the 
right to tax their real estate.^ Finally, the tax on banks and 
insurance companies, being in some cases practically a tax on 
incomes, does not exempt their real estate entirely from taxa¬ 
tion. ftactically, therefore, in Pennsylvania, as by statute in 
California, the exemption from local taxation applies only to 
public-service corporations. 

The fifth and last method of local taxation, the distribution 
of the state corporation tax to local bodies, is found in the case 
of railroads in several states like Maine, Mis.sissippi, West 
Virginia and in the case of corporations in general in Massachu¬ 
setts. But in some of these states the local bodies levy addi¬ 
tional taxes, as in Massachus(‘tts on real estate and machinery. 

Of all these systems the third is cle.arly the best. All cor¬ 
porations with the possible exception of those enjoying special 
municipal franchises .should be made to pay a local tax on their 
real estate; first, because it is mainly the nalty which comes into 
direct relations with the purely local functions; and secondly, 
because the attempt to tax personalty would immediately 
lead again to the uncertainty and confusion from which it has 
been the poU(;y of all recent reforms to extricate us. But in 
the case .^f public-service corporations, with contiguous pieces 
of real est.ate in many localities, exi)erience has shown the ad¬ 
visability of central assessment, with a unit rule, even if the 
proceeds of the real estate tax accrue in a fixed ratio to the 
localities. 

The New York system, therefore, is triply unwise: first, 
because it imposes a state tax on corporate real estate; secondly, 
because it further imposes a local tax on the total corporate prop¬ 
erty; and thirdly, because the real estate of public-service, like 
other, corporations is separately assessed at ridiculously varying 
sums, by the local officials. The former Minnesota or the Con¬ 
necticut system, as applied to railroads, is unwi.se because it im¬ 
poses no local tax at all. The sy.stem as formerly practiced in 
Washington was unwise because it imposed only a single state 
tax which was in part redistributed to the local divisions. 
All these methods err because they fail to analyze the deeper 
principles that underlie corporate taxation. 

The plan of levying a general state tax and distributing a 
part of the proceeds to the counties or municipalities con¬ 
tains a fruitful idea. It is already in vogue in an incomplete 

• Pennsylvania R. R. Co. rs. Pittsburgh, 104 Pa. State, 522 (1883). 
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way in a few commonwealths, as we have seen. But it is 
susceptible of great expansion and may be of considerable 
value in solving the vexed question of local taxation. If the 
commonwealth treasury should be supplied through other 
sources, sucih as a state inheritance tax or a state income tax or a 
state tax on other elements, it would be poasil)le not only to 
abandon the state taxation of real estate, but also to relinquish 
to the local liodies a portion of the state corporation taxes. 
The logical plan for the immediate future, however, is to tax 
corporations on their receipts, or on a valuation equal to the 
stock and bonds, for state purposes; and to tax them on their 
real property for local purposes, with the undenstanding that in 
the case of public-service corporations this locial real-estate tax 
should be sulqect to central as.sessmcnt in accordance with the 
unit rule. The question of the division of the yield of the 
corporation tax may safely be left to a consideration of the 
particular needs in each individual case, after the principle has 
first been applied to the other state-wide taxes. 


VIII. Conclusion 

From the preceding survey it appears that the United States 
are slowly advancing to a more rational and harmonious system. 
The tendency of legislation and of judicial interpretation in the 
most progressive states is toward the following plan, which, 
although not yet completely realized in all its features in any 
one state, is in accord with sound economic principles; 

1. Corporations should be taxed separately and on different 
principles from individuals. 

2. Corporations should be taxed locally on their real estate 
only. 

3. Corporations should be taxed for state purposes on their 
earnings, or on their capital and loans. 

4. Only so much of total earnings or capital should be taxed 
as is actually received or employed within the state. In the 
case of transportation companies, a convenient and fairly ac¬ 
curate test is mileage. 

6. Where capital and loans are taxed, the residence of the 
shareholder or bondholder should be immaterial. 

6. There should be no distinction between domestic and for¬ 
eign corporations. Each should be taxed for its business done 
or capital employed within the state. 
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7. If corporations are taxed on their property, property be¬ 
yond the state should be exempt. 

8. If corporations are taxed on their capital stock, they should 
not be taxed again on their property. 

9. Where the corporate stock or property is taxed, the share¬ 
holder should be exempt. If corporate loans are taxed, the 
bondholder should be exempt. 

10. Where the corporation and the shareholder or bondholder 
are residents of different states, the tax should bo divided be¬ 
tween the states by interstate agreements. 

11. An additional tax or a higher rate should be imposed on 
corporations which have through natural, legal or economic 
forces become monopolistic enterprises. 



CHAPTER IX 


MODKUN PROBLEMS IN TAXATION* 

In attempting to present a survey of the modern practical 
problems in taxation we are naturally confronted by the diffi¬ 
culty that the actual problems assume a different aspect in 
various countries, an aspect largely colored by fluctuating po¬ 
litical, economic, and social conditions. Notwithstanding this 
diversity, however, there can be discerned an underlying uni¬ 
formity in the modern fiscal development of civilized nations, 
and it will be our endeavor to point out some of the different 
phases of this development. 

There are several considerations which distinguish the modern 
science of finance in the study of tax problems. These are, in 
order: the pursuit of justice, the emphasis put upon modern 
economic phenomena, and the insistence upon conformity with 
economic principle. Let us consider each of these in turn. 

I. Justice and the new Economic Basis of Society 

The first point is well summed up in the alleged conflict be¬ 
tween the fiscal and the social principles of finance. We say 
alleged conflict, because in reality there is, from a deeper point 
of view, no such conflict at all. It is sometimes assert ed that 
the fiscal object of taxation is sinTply to secure reven ue, while 
tfie so cial object Is to effect some desirable chmige u Ts^al 
reTatro nX ' This antithesis rests upon a failure to obserwTtliat 
finance, like economics, is a social science, and that even from 
the narrow political point of view of the relation between the 
government and the citizen, the government cannot derive any 
revenue—tha t k income— 

Without inevitably affecting social relations. The lacttnatthe 
govemmfefiT Kasin mmet sole^nffie’S^aTann of securing revenue 
does not alter the social consequences of the particular revenue 

I This chapter first appeared, in slightly different form, and under the 
title “Pending Problems in Public Finance,” in Proceedings of the Congress 
of Arts and Sciences, Universal Exposition, St. Louis, 1904, vol. vii. 
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system. In modern times social conditions are influenced to a 
large extent by changes in wealth. Every tax necessarily affects 
the wealth of individuals, and if we could in all cases trace the 
final consequences of even a “purely fiscal” tax, all kinds of 
unforeseen results, social as well as fiscal, or perhaps better, 
social because fiscal, would disclose themselves. Economics and 
finance deal not with intentions, but with results. The function 
of fiscal science is to point out to the legislator the necessarj' 
results of his actions. 

The distinguishing mark of modern social science is that it 
endeavors to explain not only what is, but also what should be. 
All practical action is thus brought to the crucible pf justice, 
and all systems of taxation are put to the test of conformity with 
this principle, irrespective of the intentions of the legislature. 
The great problem which still remains, however, is to elucidate 
the exact nature of this economic justice. Every one agrees 
that the essential ingredients of this scheme are equality, or 
uniformity, and universality of taxation. When, however, an 
attempt is made to interpret tliem and to outline the practical 
form which these principles should take, there is considerable 
disagreement, beeau.se the acdual nature of the principles has 
not been thoroughly analyzed. It betokens, however, a step 
forward in all practical finance that a more or less conscious effort 
is everywhere being made to bring the tax system into some man¬ 
ner of conformity with the principle, however dim its outlines 
may be. 

The second point, which differentiates modern taxation from 
thafof tEe pasti Is^the emergence of the new economic substra- 
tum of society . These ncw^ladS of Sscal iinjwrtahce may"Te 
suimmeci up under the following heads: 

First, the increasing economic significance of the laboring 
class, with the corresponding growth in the importance of popu¬ 
lar consumption. It is not meant by this to imply any deprecia¬ 
tion of the r61e played by capital. On the contrary, it is a plati¬ 
tude to say that this is pre-eminently the capitalistic age. What 
it is intended to emphasize is that precisely because of the growth 
of modern economic well-being, the great mass of thecommimity, 
represented by the laborers, are acquiring an increased consum¬ 
ing capacity and that their demand is the very tap-root of mod¬ 
em progress. The recognition of this fact has brought about 
vast changes in modem tax systems. 
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In the second place we have to note the coming to the fore 
; of the corporation as the typical form of modern business enter¬ 
prise. The evolution from the individual to the early partner¬ 
ship, from the partnership to the joint-stock company, from the 
joint-stock company to the corporation, and from the corpora¬ 
tion to the trust is one of the most instructive lessons in institu¬ 
tional development. Finance has not to study it, but to accept 
it. Tax systems framed upon the assumptions of the older 
conditions, where corporate activity was the exception rather 
than the rule, are manifestly inadequate and belated. 

The third change consists in the growing importance of the 
problem of franchises. This is not the same as the corporate 
proEIeraTaiSough often confused with it. A franchise may 
assume many forms. It may be a patent or copyright in the 
hands of an individual; it may be the privilege of inheriting 
property, whether that privilege be granted to a single person 
or a group; it may be a right accorded to corporations to utilize 
opportunities which originally belonged to the community, and 
wWch are for sufficient reasons given away. Such privileges and 
franchises have indeed existed from of old, but the complexity 
of modern society and the immense increase of public wealth 
have vastly enhanced both their extent and their significance. 
How to analyze them, how to measure them, and-how to fit the 
result into the system of public revenue is becoming one of the 
most subtle and difficult problems, which will, no doubt, long 
perplex the trained student as well as the legislator. 

The fourth change is the economic revolution affecting the 
distribution of governmental authority as betwe en the genera l 
anJtne local gb^ferfiffie nt: The cause oTtlus change, as is wal 
Known,Ts notonly toe forging to the front of the interests of 
peace rather than of war, but above all, the agglomeration of 
modem population into urban centres. With the segregation of 
wealth and property into great local masses, there is coming the 
need of administering to the wants of such complex aggregates. 
Accordingly, while the last century has shown a great increase 
of national expenditure and income, there has been a far larger 
growth in local expenditures and incomes. And whereas form¬ 
erly local taxation could be treated as a relatively unimportant 
appendage to national taxation, it now claim? a distinct and 
separate place of its own. 

Side bv side, however, with this localization of wealth there 
has been a counter-movement ip tbe (lirectWof the faationall^ 
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tion of wealth, in the sense of nationaliz ation in the opport u nitie s 
o7 securimj; The economic activities ortcMlay haveTar 

outgrown the swaddling-clothes of former times. Business 
enterprise not only covers the whole country, but encircles the 
globe. Citizenship in the various commonwealths of a federal 
state, like Germany, Australia, Switzerland, or America, has 
become in great measure meaningless because its economic 
basis has been so effectively weakened. In all federal states, 
therefore, the problem of taxation is complicated by the diffi¬ 
culty of correctly apportioning the burdens among the con¬ 
stituent commonwealths. In every country, federal or not, a 
similar difficulty exists as between the local government and 
the state government. Problems of double taxation resting 
upon interstate and interlocal complications arise to confront 
us at every turn. 

The fifth and final point is that of the modem social solida,rity. 
In former times the close relation subsistTfigtSSfweeri the various 
branches of productive enterprise in the community was be¬ 
clouded by the predominant social and political influence secured 
by some one factor. In an economy based upon slavery the 
only importiince of a slave is that of a working-tool; in an econ¬ 
omy based upon the predominance of the large landowner, the 
function of the moneyed and commercial interests is apt to be 
overlooked. In the early stages of the factory system, where the 
mass of the laborers arc regarded from the point of view of 
production rather than from that of consumption, it is natural 
that the socialistic conception of class conflict should emerge. 

A more careful study, however, of modem industrial society 
has shown that while indeed there is no such thing as a natural 
harmony of interest, there is a distinct and inevitable influence, 
sometimes for good, sometimes for evil, exerted by each factor 
of production upon the other, and by each social class upon its 
neighbor. Laborers and capitalists, landowners and traders, 
factory owners and financiers, are pursuing their own interests, 
and in so doing they necessarily react upon the interests of the 
others. 

The distinguishing mark of modem economic life in this re¬ 
spect is the realization of these close economic interrelations. • 
The machinery of production has become so subtle and so com¬ 
plex that the disarrangement of any one part throws the whole 
out of gear. The overburdening of any one class may have the 
most unlooked-for consequences upon another. Taxation, as a 
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weapon of retaliation, often proves to be a boomerang. An un* 
due pressure on a railroad may decrease facilities, rather than 
increase revenue. The assessment of mortgages may hit the 
farmer rather than the money-lender. The taxation of the 
laborer may limit the market, rather than increase the profits of 
the capitalist. Whether we desire it or not, modern economic 
conditions are engendering a situation where every one is in a 
larger sense his brother’s keeper and where at all events it is un¬ 
safe to disregard the often hidden and recondite, but none the 
less active, influence exerted by each economic class upon the 
others. 

All these changes in economic life have affected the practical 
system of taxation throughout the world. They have created 
new problems for the scientific student. The justification of 
finance, however, as a science, rests upon the correlation of fiscal 
problems with economic principle. We thus come to the next 
part of the discussion, the influence of economic analysis on fiscal 
facts. 


II. Economic Analysis and Fiscal Facts 

The first result of economic analysis was to show the errors of 
a tax system resting exclusively or in great part upon consump¬ 
tion. The theory of consumption as the test of faculty or ability 
to pay was promulgated in the later middle ages by reformers 
who despaired of reaching the privileged class in any other way. . 
Every man, it was said, must consume, and the more idle a man 
is, the more luxuries will he consume. A consumption tax thus ; 
seemed to be the sole method of securing universality of taxation. 
To these considerations there was added the thought, on the 
part of some, that so far as the working-classes were concerned, 
taxes on the necessities of life would be admirable, in that they 
would compel the laborers to work harder. 

In opposition to this view, a more careful economic analysis 
disclos^ the fact that a tax on consumption, regarded as a 
universal system, was unwise and unjust—unwise because a t 
tax on mere luxuries would be most disappointing in the yield; f 
unjust because a tax on necessities would fall with crushing I 
severity on those classes which could least afford to bear the | 
burden. Above all, it was recognized that by checking con-1 
sumption we were thereby checking production, and that a * 
general tax on consumption would possess most of the dis¬ 
advantages of a tax on production and few of its advantages. 
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Consumption taxes, therefore, as a sole or chief reliance of the 
government, have been fast disappearing. One of the first 
acts of the American Government in Cuba and the Philippines 
was to abolish the consumo tax; and it is well recognized that 
the continuance of the municipal octroi in France and Italy 
is deplored by all serious students. 

The next triumph of economic theory was to disclose the dan¬ 
gers of a system of taxation resting on production and exchange. 
In one sense indeed every tax that is not a tax on consump¬ 
tion may be regarded as a tax on production, for all wealth 
consists either of producers’ goods or of consumers' goods. 
It would, therefore, seem to be impos.sible to avoid the imposi¬ 
tion of taxes on production. In the sense in which the term has 
usually been employed, however, a tax on production has 
denoted a tax imposed directly, and at a late stage, on the 
process of completing the finishwl article. Regarded in this 
light, such taxes manifestly impede the process of production 
and are to be deprecated because they affect the able and the 
shiftless producer alike. Taxes on production often put a 
premium on inefficiency and are apt to clog the wheel of in¬ 
dustrial progress. The tendency of modem statesmanship has 
accordingly been away from reliance on such methods. 

Perhaps the greatest change in fiscal theory during the 
nineteenth century has been, thirdly, to analyze and to explain 
the need of taxing shares in distribution rather than consump¬ 
tion or production. We have learned in a preceding chapter 
how the principle of faculty or ability to pay has gradually 
worked itself through the conscience of the public and the theory 
of the publicist. A vast amount of ingenuity has been expended 
upon the attempt to disclose the real meaning of faculty as 
measured by the property or the income of the individual. 
When we come to consider the facts, however, there are two 
striking considerations that confront us. The first is the ex¬ 
ceedingly small proportion that the income tax bears to the 
total revenue. In France, for instance, there is as yet no in¬ 
come tax at all, and even in England and Germany the pro¬ 
ceeds of the income tax are insignificant when compared to 
the total revenue, state or local. The scientists may discuss 
and do discuss the problems of progression and differentiation 
of taxation, and all of the discussions rest on the assumption 
that the burdens upon the individual must be m a certain pro¬ 
portion to this income; yet we find as an actual fact that only 
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a very inconspicuous proportion of the taxes in the civilized 
countries of to-day stand in any direct relation to the income 
of the taxpayer. 

Not alone do the income taxes form so small a part of the 
whole, but furthermore, in many countries the so-called in¬ 
come taxes are really not taxes on the personal income of the 
individual. In England, for example, it is well known the so- 
called income tax is merely a collection of taxes on the thing 
which yields the income rather than on the person who receives 
it. That is, it is a collection of taxes on produce and not on 
income. The only exception is the famous schedule “ D,” which 
is notoriously the least successful of all. It may be claimed 
indeed that in Prussia the income tax is really what it purports 
to be, but all who have made a study of the sy.stem know that 
when similar methods were employed in England at the begin¬ 
ning of the nineteenth century, they proved to be a dismal 
failure. The English administrators consider the principle 
of their tax far superior to that of the Prussian; and to the extent 
that this contention is justified, the superiority rests upon the 
fact that the tax is not one on personal income.' Even in 
Prussia itself, the home of efficient bureaucracy, the tax has 
been by no means free from objections. The same repugnance 
to the personal element in the income tax which is found in 
England explains why it has been impossible as yet to introduce 
the system into France, with its still lively recollection of the 
abuses of personal taxation under the ancien regime, and ex¬ 
plains also why the income tax has been so slow in coming in the 
United States. 

We thus find the remarkable fact that while the science of 
finance has been elaborating its fundamental principles, it has 
succeeded in some respects, but has failed in others in imprinting 
its conclusions upon legislation. It has brought the actual 
taxes on consumption and production, to a great extent, into 
line with its conclusions, but it has spent most of its time dur¬ 
ing the nineteenth century in working out the principles of an 
income taxation, which is either not accepted in legislation, or 
which, if accepted, is realized to so small an extent and in such 
a half-hearted way that it covers at best only a fraction of the 
field of taxation. 

The conclusion is hence forced upon us that the fiscal analysis 

’ Cf. as to this point and the remainder of this paragraph, Seligman, The 
Income Tax, 2d ed., 1914, paasim. 
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has not proceeded sufficiently far. We are indeed grateful for 
what has been accomplished, but we have evidently not yet 
reached the goal. In addition to the theory that the modern * 
development of taxation is to be interpreted in the light of the 
doctrine of individual ability or faculty, we need a supple¬ 
mentary principle to help us thread our way through the maze 
of actual fiscal facts. 

This principle is that of the social versus the individual 
basis of taxation. The conception which has dominated fiscal 
science until lately is the individual conception. Direct taxes 
have in theory been preferred to indirect taxes, because they 
were supposed to rest where they were imposed, find thus to ] 
help in securing justice as between individuals. The goal of i 
All taxation was the attainment of a method in harmony with 
individual faculty. The first serious breach in this doctrine 
was made by the diffusion theory of taxation. The diffusion 
theory erred, indeed, in that it went too far in attempting to 
show thfit every tax is always and inevitably shifted off from 
the shoulders of the original payer. The value of the diffusion 
theory, however, consists in the fact that it put the problem 
in the right way, by presenting the societary aspects of taxation. 

Nevertheless, the diffusion theory made the situation too 
simple. It has quite correctly been termed superficial and one¬ 
sided. To make it at all .serviceable, it needs to be supplemented 
by another theory, which I have taken the liberty of calling 
the absorption theory of taxation.* The absorption theory 
rests upon the doctrine of capitalization. That is to say, where 
the tax is not shifted from the seller to the buyer and where the 
economic good has a rental value as well as a capital value, the 
tax which remains on the taxable object and which, therefore, 
to that extent diminishes the income to be derived from it, ie., 
its rental value, must also proportionally diminish its capital 
value. The selling or capital value of anything is always the 
capitalization of the actual and prospective rental or income 
value. .As a consequence, through this familiar principle of 
capitalization the new purchaser of the commodity will buy it at 
the reduced price, and will thus virtually buy himself free from 
taxation. Where the tax cannot be shifted, it will be discounted, 
or absorbed, in the new and lower price. 

A new tax on city real estate, for instance, will either be 

> Cf. Seligmaii, 7%e Shifting and Inddmce of Taxation, 4th ed., 1921, 
pp. 221-229, 390-393. 
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diffused by increasing the rents of the tenants, or it will be 
absorbed in the sense that when the property changes hands 
■ the new purchaser will pay a price reduced by the capitalization 
of the tax. So a new tax on corporate securities will either be 
diffused by increasing the price of the product or it will be ab¬ 
sorbed in the new and lower price of the securities. 

The combination of the diffusion and the absorption theories 
of taxation explains several things. It explains why the theoretic 
distinction between direct and indirect taxes based upon the 
alleged facts of incidence is erroneous. It explains why in 
spite of this theory the great mass of revenue to-day continues 
to be raised in the shape of indirc'ct taxes. It explains why in 
countries like the United States the state and local taxes, al¬ 
though still in principle levied on persons, arc slowly coming 
to be imposed on tilings rather than on persons; it explains why 
in France personal toes have been impossible since the Revolu¬ 
tion; it explains why in England, with the exception of a single 
schedule of a single tax, the whole system of taxation is based 
on things and not on persons; it explains why, even in Germany, 
where the personal and individual elements of the problem 
have been emphasized in theory, the personal share in actual 
taxation is so insignificant; it explains, finally why the legal 
decisions on taxation in the United States are coming to be 
in harmony with the truer economic doctrine of universality 
and equality of taxation. For this does not mean that every¬ 
body must be taxed alike, but only that all the members of a 
given class must be taxed alike, while there may be the greatest 
diversity between classes. An equal tax on all corporations 
does not imply that each individual stock- or bond-holder who 
may have bought after the tax was imposed pays equally, just 
as little as an equal tax upon real estate implies that each in¬ 
dividual land- or house-owner everywhere and necessarily bears 
the burden of the tax. 

In short, the individual point of view in taxation, which 
assumes that justice can be done by assessing each individual 
directly and in first instance, rests upon an analysis which does 
not comprehend all the elements in the problem. The social 
pomt of view is that of modern economics, which seeks to trace 
the workings of general economic law and to study the forces 
which affect the distribution of the social income. The individ¬ 
ual point of view while good as far as it goes, is not only in¬ 
adequate in itself, but fails to explain all the developments of 
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modern taxation. It must be supplemented by the social 
point of view, resting upon a combination of the absorption 
and diffusion theories, and which is in harmony with those 
facts of fiscal life that are difficult to explain on any other inter¬ 
pretation. It is safe to predict that when once this is accepted, 
the most fruitful work of the future in the science of finance 
will consist in the elaboration in detail of the conditions and 
the limits of the absorption and diffusion theories. 

III. The Practical Problems 

Regarded from this point of view, a ntnv light is thrown on 
the practical problems throughout the world. The most im¬ 
portant of these pressing problems are as follows: First, the 
reform of .so-called indirect taxation. The social consequences 
of indirect tax.ation are now recognized to an ever-increasing 
extent. So far as taxes on consumption arc concerned, it is 
fairly well appreciated that the commodity taxed must possess 
the mingled qualities of a necessity and a luxury; if it possess 
only the characteristics of a luxury the revenue will be insignif¬ 
icant; if it possess only the qualities of a necessity, it will fall 
with undue severity on the modest consumer. If, however, it 
combines both characteristics, namely, that of wide use and at 
the same time that of a certain degree of dispensability, the 
revenue is apt to be largo and elastic and the burden not too 
severe. The number of consumable commodities that unite 
both these characteristics is small, and hence we find everywhere 
throughout the civilized world the tendency to restrict taxes 
on consumption to very few, but very lucrative, articles. 

In the second place we find well-nigh everywhere the aban¬ 
donment of the old general property tax regarded as a personal 
impost.* In England and Germany it disappe.arcd during the 
eighteenth century; in France it was abolished by the Revolu¬ 
tion; in America, where the economic conditions brought it 
into life during the eighteenth century and the early part of the 
nineteenth, it is beginning to break up in those sections where the 
agricultural economy is giving way to a commercial and in¬ 
dustrial economy. 

Thirdly, we notice everywhere the replacing of the general 
property tax by taxes on the thing rather than on the person. 
In other words, personal taxation is givmg way to impersonal 


' Cf. for details chapter ii, supra. 
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taxation. In the local tax on real estate this process has been 
carried almost to completion. In Europe, for instance, the 
taxes levied on the land and on the house are assessed irrespec¬ 
tive of the owner or of the relations that may be entered into 
between owner and tenant. Everywhere in Europe the tax 
is a tax on the produce of the land or house—that is, upon 
what it yields in the shape of rent or of profits equivalent to 
rent. In some countries, as in England, the tax is not paid by the 
owner at all, but by the occupier. Even in the United States 
the tax is beginning to be assessed on the parcel of real estate 
and not on the individual who owns it. Whether the owner 
or some one else pays the tax is immaterial, and if the tax is 
not paid, no regard is paid to the owner and the land itself 
is sold. We could get scarcely further away from the old idea 
of individual taxation. The tax is a tax on the thing and not 
on the person. 

In New York, for instance, the older method like that in all 
the commonwealths, had been to make the owner of the land 
personally responsible for the tax on real estate, just as in the 
case of personal property. If he failed to pay, the remedy was 
distress on the individual and, in case of failure to find sufficient 
chattels for the levy, arrest. This system broke down at an 
early period so far as non-resident owners were concerned, and 
in such cases the tax was made a lien on the land itself, with 
power to sell the land in case the tax was not paid.' It was not 
until 1850 that the system of taxing non-resident lands was 
applied in the city of New York to the lands of residents also. 
But even then it was for a long time the exception rather than 
the rule, and the courts were slow to recognize the nature of 
the change.^ But what was originally the exception became 
before long the rule, until at the beginning of the twentieth 

* In Massachusetts this power first appears in 1731. Sec the history of 
the legislation in that State in Richardson tw, Boston, 148 Mass. 508. 

•It is true that in the case of Haight vs. The Mayor, etc., of the City 
of New York, 99 N. Y. 280, the court held that “the only effect of 
omitting to insert the name of the owner is to deprive the City of the right 
to collect the tax from the owner personally or by distress of goods and 
chattels, etc., and to confine its remedy for the collection of the tax to the 
enforcement of its lien therefor on the land assessed.” But on the other 
hand in the case of Hagner vs. Hall, 10 Appellate Division, p. 585, the court 
said: “Still in my opinion this has not changed the effect of the proceed¬ 
ing. It is essentially a proceeding to create a debt against an individual. 
The individual is the primary debtor and the land is only in tbe nature of 
surety liable for his default.” 
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century the assessment of all real estate in New York city was 
made by lot and block. It had become in other words, a geo¬ 
graphical or topographical assessment, instead of an assess¬ 
ment to the owner or person. This method spread to a few 
other cities in the states. The State Board of Tax Commission¬ 
ers in various successive reports recommended a change in the 
general state law, whereby the distinction between resident 
and non-resident assessments should be abandoned, and all 
real estate assessments should be in rem, i.e., against the land 
itself. This was officially accomplished in 1911 when it was 
provided by law that throughout the state of New York the 
name of the owner of the real estate should no longer be essential 
to the validity of the iisses.sment, provided that the property 
were described in sufficient d(!tail to identify it. Of the inci¬ 
dental possibilities of improvements which this law may bring 
alx)ut in the assessment of the real estate tax this is not the 
place to speak. 

In the other so-called direct taxes, a similar development is 
to be observed. The business taxes in Europe are levied upon 
the bufsiness as such and not upon the o\vner of the business. 
The inheritance tax is in many countries levied upon the in¬ 
heritance and not upon the individual who receives the in¬ 
heritance. The general land tax in England—the last vestige 
of the mediajval general property tax upon individuals—has 
actually become a redeemable rent-charge. Even the income tax, 
which in theory is assuredly personal, has, as we have already 
stated, in some places at least almost completely lost its individ¬ 
ual character and has become in great measure a tax upon the 
thing affording the income rather than upon the person receiving 
the income. In the United States the so-called personal tax, 
that is, the tax on individuals according to their personal prop¬ 
erty, is fast becoming a farce in all the older centres. The 
problem is really a deeper one than the German scientists have 
usually recognized. It is not so much a conflict between a tax 
upon produce and a tax upon income as it is a conflict between 
the social and the individual bases of taxation.^ 

* la two recent articles in Schmoller’s Jahrbuch fur GesebgAung, Ver- 
wallung urtd Volkswirthschaft, Professor Gustav Cohn, of Gcttingen, crit¬ 
icises this position. In his article on “ CharakterzUge des Amerikani- 
Bchen Stcuerwesens,” in vol. xxiii. (1908), p. 431 et seq., he contends that 
the only reason why the United States is not more quickly adopting the 
principle of faculty or ability to pay is that conditions are so unripe here. 
He has no faith in any attempt to explain matters by a now principle. In 
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In the fourth place, we find everywhere an increasing impor¬ 
tance attached to corporations as the source of revenue. In 
^ Europe this process is somewhat concealed because of the in¬ 
clusion of the revenue from corporations in the income tax, 
just as in many of the younger American commonwealths the 
revenues figure in the general property tax. In the older states 
corporation taxes are put into a separate category, and in 
some states, as in New York, they are even called indirect 

the second article wluch is in substance a lea<iing review of my book on The 
Income Tax, in vol. xxxv. (1911) of the same journal, entitled “Die Ein- 
kommensteuer in den Voreinigten Staaten von Amerika,” Professor Cohn 
welcomes what he calls my reversion to the principle of faculty, but twits 
me with abandoning my former position. 

The problem, however, is not one of inconsistency at all nor is it, as 
Professor Cohn seems to think, simply a question of choice between direct 
and indirect taxation. To anyone who is acquainted with American con¬ 
ditions, it is plain that two distinctly opposed tendencies are at present 
perceptible in our fiscal development. On the one hand we, find the tend¬ 
ency toward the adoption of the principle of individual faculty or ability 
in taxation, tyinficd primarily in our federal finance by the tariff-reform 
and the income-tax movements. On the other hand, there is the tendency 
in our states and cities away from jicrsonal taxation in the shape of the 
general property tax and toward the adoption not only of indirect taxes in 
the older sense but also of impersonal “real taxes,” i. e. taxes on things. 
These two movements arc really not opposite, but complementary; just 
as in the political life of mo.st countries we notice the simultaneous action 
of forces, some making for centralization, others making for decentraliza¬ 
tion. When I advanced the “social theory” of taxation in 1904 I had in 
mind especially the American problem of state and local taxation; when I 
emphasized in 1910 the faculty theory of taxation I was discussing pri¬ 
marily the national problem. There is nothing inconsistent, as Professor 
Cohn believes, in these two standpoints. In other countries at present, 
and possibly in the America of the future, the problem may not be that of 
national versus state or locid taxation, for the interrelations of local and 
national finance may be quite different from what they are at present in 
the United States. That the problem, however, is everywhere one of the 
social versus the individual point of view, and that the tendency toward the 
adoption of the principle of individual faculty is inadequate to explain 
all the phases of the modem movement will, I fancy, not be disputed by 
competent observers in England or France, and ought not to be elude the 
vision of even the Germans themselves, especially since their federal tax 
reform of 1910. The real trouble with the German writers on public finance 
during the last generation, so far as this point is concerned, is that they have 
centred their attention exclusively on the movement to replace for state 
purposes the old taxes on product by the new income and inheritance taxes, 
to the neglect of the simultaneous, and in some respects equally important, 
movement away from the principle of individual faculty in national, state 
and local finance. What I have sought to do is to attempt an explanar 
tion of both tendencies. 
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taxes in contradistinction to the direct or property taxes. 
Everywhere, however, they form a problem of increasing im¬ 
portance and present an admirable example of what is meant 
by taxation from a social rather than from an individual point 
of view. Taxation of the corporation does not necessarily 
mean taxation of the security-holder who has purchased the 
stock or bond from the original holder.' 

The main outlines of the development of the immediate 
future, throughout the world, are thus fairly clear. Each 
country will continue to have its particular problems ba.sed 
upon its special economic and political needs. Everywhere 
there will continue to be an attempt to realize the principle 
of fiscal justice, interpreting it, however, more and more from 
the point of view of social interrelations rather than from that 
of individual conditions. The statesmen and scientists alike 
will find the great difficulty of the future to consist in attaining 
this due proportion between the undoubted needs of the in¬ 
dividual and the consequences of his participation in the social 
group. For we must not forget that while it is necessary to 
regard the ultimate results of all fiscal policies, the immediate 
results are often of primary practical importance. The conflict 
between immediate and ultimate results is another way of put¬ 
ting the contrast between the individual and social aspects of 
finance. To realize the truth contained in the latter, without 
disregarding the legitimate importance of the former, is the 
problem reserved for the coming decades. 

* Cf. supra, p. 309. 
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A QUARTER CENTURy’s PROGRESS IN TAXATION ^ 

I. General Progress 

The subject of this chapter is susceptible of a double treat- 
iraent. It covers not only the actual changes of a fundamental 
nature in the practice of taxation, but also the development 
that has taken place in the governing principles. These, 
however, are, after all, two phases of the same movement, 
for the influence of practice and theory is reciprocal. On the 
one hand, the theories themselves represent an outcome of 
the facts, for fiscal theory, like all social theory, is but an 
attempt to present an analysis of the living forces at work in 
industrial society. And on the other hand, so far as fiscal 
theory deals with what ought to be, rather than with what is, 
it justifies itself only to the extent that its conclusions are 
approved by the popular mind, and. thus become incorporated 
in the actual bone and sinew of the social organism. Fiscal 
theory and fiscal practice are the obverse and reverse of the 
same medal. 

In the second place, the problem is not only specific but 
general. As citizens and patriots we are naturally most inter¬ 
ested in the problems of our own country; but as scientists, 
our horizon is a wider one. Science cannot be fettered by 
bonds of national forging. It soars far above .such limits. 
This is especially true of the scientific problems of taxation. 
It goes, of course, without saying that the fiscal institutions 
of every country, as all its economic and social institutions, 
are colored by the particular environment. It would there¬ 
fore be hopeless to attempt to reproduce in any one country, 
in all its minute details, the institutions of another country. 
But while we may concede the diversity of conditions, and 
the peculiarities of national life which must guide'the states- 

' This chapter is in substance a reproduction of the address delivered at 
the Twenty-fifth anniversary meeting of the American Economic Associa¬ 
tion in 1908, and published in the Proceedings for that year. 
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man in elaborating any specific plan, it is equally true that 
there are discernible certain broad and general tendencies 
which are common to the life of all modern progressive soci¬ 
eties, and which constitute the special field of the scientific 
observer. We shall see indeed that however much individual 
countries may differ from each other, and however confused 
the actual scheme at first blush may appear, there is, os it 
were, a silken strand which runs through the tangled skein, 
and which serves to give unity to what seems disorder. 

And finally, we are struck, in this introductory survey of 
a quarter century’s progress, by the fact that the science of 
finance is only slowly coming to its own, as compared with 
the almost revolutionary development in the general theory 
of pure and applied economics. This is due to the fact that 
the really difficult fiscal problems are of recent origin, and 
that fiscal science rarely grapples with problems until they 
have became acute. In Germany and in Italy the difficulties 
arose at a slightly earlier period; and we hence find a consider¬ 
able scientific activity, along seviiral lines at least, at the be¬ 
ginning of the perio<l under discussion. In other countries, 
and notably in England, France, and the United States, the 
problems have been of much later growth, and it is accord¬ 
ingly only in the last few years that we find increasing atten¬ 
tion paid to the underlying principles of tax adjustment. 
Even in Germany and Italy the rapid changes of industrial 
environment have, in many respects, shifted the centre of 
gravity, and have recently engendered newer problems which 
are conamon to the whole civilized world. It is, however, 
not only in Germany as in France, in England as in Japan, 
that the fiscal problem is at the present time in the very fore¬ 
front of political and social discussion. Especially in the 
United States it is a phenomenon of the most cheering import 
to note how the younger scholars are now beginning to address 
themselves to a consideration of these vexing problems. The 
progress that has been accomplished in the last quarter of a 
century is an earnest of the far greater development that is 
imminent in the immediate future. 

Before taking up the question of fiscal theory, however, 
one fact must be noted as of paramount importance. It is 
the increasing significance everywhere being attached to ad¬ 
ministrative considerations. What is true more or less of all 
economic institutions is particularly applicable to our special 
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problems. On all sides we are realizing the fact that the ques¬ 
tion of efficiency is scarcely, if at all, subordinate to the ques¬ 
tion of justice. Or, let me put it rather in this way: that 
however well justified, and however thoroughly calculated to 
promote the ends of justice a given scheme may be, unless its 
administrative features are so arranged as to make it workable, 
the benefieent aims are bound to be frustrated; and a half-way 
good measure which is administratively unobjectionable fre¬ 
quently turns out to bo far superior to an ideal scheme which 
ultimately discloses serious faults in its administrative aspeets. 
It is for this reason that we notice so much attention paid 
throughout the world in recent years to the administrative 
machinery, or to the purely mechanical aspects of the problem. 
In both England and Germany, for instance, the past quarter 
of a century has .seen a marked improvement in the adminis¬ 
trative proces.ses of the income tax, and especially in the former 
country has rendered palatable a system which was originally 
viewed with misgiving and di.strust. Tho.se authors—and 
they are not yet entirely extinct—who endeavor to draw a 
warning les.son from the income tax, derived from the speeches 
of Gladstone and the writings of an earlier generation of econ¬ 
omists, are not alone blind to the teachings of the more recent 
movements of theory, of which we shall speak in a moment, 
but are, above all, deaf to the lessons of administrative develop¬ 
ment. Even in the United States, where great and funda¬ 
mental changes in the structure of taxation are impending, 
it is coming more and more to be realized that even our present 
system, inadequate and unsatisfactory though it be, is sus¬ 
ceptible of a prodigious improvement on purely administra¬ 
tive lines. We have but to call attention to the remarkable 
progress that has been achieved in the administration of the 
tax on real estate in the city of New York, under the skillful 
supervision of the capable head of the Commissioners of Taxes 
and Assessments. Another more or less familiar example is 
the excellent work that has been done in the state control of 
local officials, or the centralized administration of the general 
property tax, in commonwealths like Minnesota and Wisconsin, 

, where the political powers have seen fit to call to their aid 
scientifically trained fiscal administrators. In fact, if there 
is any one thing which looms large in the hi.story of the last 
twenty-five years in the United States, it is the increasing 
significance that is now slowly being attached to the problem 
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of administrative efficiency. In this alone lies no small measure 
of our hope for the future. The administrative problem lies, 
however, beyond the confines of this discussion. 

II. Local Considerations and the Benefit Theory 

Assuming, then, that the problem of admini.strative efficiency 
is being successfully attacked, we mu.st now address ourselves 
to those underlying principles which, after all, form the touch¬ 
stone of ultimate fiscal success. If we take a broad survey of 
the theory and practice of the last twenty-five years’ taxation, 
we shall be impressed by two fundamental reflections. The 
first is the emphasis that is being placed upon .social rather than 
individual considerations; and the second is that even in so 
far as this is not true there has been a decided change in our 
attitude to the individual norm in taxation. Let us consider 
these separately. 

The first point is one which I have repeatedly accentuated 
in the last few years, and which, therefore, will call for less 
elaboration in this place. Whatever theory the older writers 
on taxation might have advanced as to the obligation of the 
individual to contribute to the support of government, they 
always tacitly as.s\imed that the so-called direct taxes rested 
upon the taxpayer; and in this scheme of equitable taxation there 
was manife.stly no room for a system of indirect imposts. One 
of the most striking facts in the literature of taxation is that we 
search in vain for an adequate explanation, not to speak of jus¬ 
tification, of a set of revenues which in almost every country 
forms the considerably greater part of the whole. 'To say, as 
did a well-known writer some years ago, that all indirect taxa¬ 
tion is crooked taxation—importing into the term a moral as 
well as a physical connotation—is seriously to impeach the 
entire modem development. It is indeed true that the civilized 
world has abandoned the mediaeval system of a multiplicity of 
indefensible and burdensome indirect taxes. But it is also 
true that their place has been taken by taxes which are less 
burdensome and more defensible indeed, but none the less 
equally indirect taxes. One has but to run through the budgets • 
of any modern nation, in order to realize what a very consider¬ 
able share of the revenue is derived from so-called indirect 
sources; and in many cases the proportion is becoming greater, 
instead of less. Even in the United States, where the import 
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dutira and the internal revenue taxes form the almost reclusive 
source of national income, the trend toward indirect taxes even 
in the commonwealths is typified by the stock-exchange tax 
as in New York and the mortgage tax, which now constitutes 
in some states an important source of commonwealth revenue. 
And if we look at the admirable scheme by which Japan has 
been able to arrange her war and her post bellum finances, we 
are equally struck by this preponderance of the so-called in¬ 
direct taxes. Of the situation as it exists in France, in Italy, 
in Germany, and in England, we need not speak at all. 

A theory of taxation which is competent to explain the 
modem development must, therefore, put us in the way of 
comprehending the real principle underlying the indirect 
taxes. But it must do more than that. It must also put us in 
a position to understand the break-up of the general property 
tax and the change taking place in the taxation of mortgages 
throughout the country. Or again, it must enable us to ex¬ 
plain how it is that in the great city of New York almost the 
entire tax revenue can be derived from an impost on real estate, 
without engendering a revolution among the particular class 
of property owners that is singled out for taxation. 

The truth of the matter is that things arc not what they 
seem; that the older theory tliat justice can be attained by 
taxing every man on all his property does somehow not work 
out, because, as a matter of fact, the taxation of property is 
not necessarily taxation of the property owner. In other 
words, we are confronted by the great problem of the shifting, 
the incidence, and the effects of taxation. The individual 
taxpayer does not live to himself alone; he forms a part of a 
delicate and complex organism, and his interests are indissolubly 
bound up with those of his neighbors. The problem of taxation, 
like every problem of value, is primarily a social and not an in¬ 
dividual problem. The striking change that has come over 
modem economics is the emphasis that has been put upon the 
social aspects of theory. If there is any one thing that is needed 
in the science of finance, it is the point for which I have clamored 
so insistently during the past few years, that the newer theory 
, of taxation must proceed from the social, and not the individual, 
point of view. It is this point of view that is responsible for the 
more modern version of the theory of diffusion or absorption 
of taxation. It is this point of view which emphasizes the newer 
doctrine of capitalization of taxation. It is this point of view 
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which unites the doctrines of absorption and capitalization 
in the wider theory that I have ventured to call the elision of 
taxation. Slowly we are beginning to realize—and by we I 
mean not alone the representatives of science, but the legis¬ 
lators and the courts—that to tax a particular piece of property 
is not necessarily to tax the property owner; that to attain 
justice in taxation it is not requisite to tax all kinds of property; 
and that in the case both of the so-called direct, and the so- 
called indirect taxes, the real problem is not as to which individ¬ 
ual advances the tax, but as to what class of individuals ulti¬ 
mately pay the tax, or arc either burdened or benefited by it. 

In this respect, therefore, the progress of theory in the last 
twenty-five years has scarcely kept pace with the unconscious 
revelation of the theory in the facts of actual life. A beginning 
has been made, but only a beginning; and the task of the next 
quarter of a century is to carry out into all its ramifications an 
elaboration and a more adequate comprehension of this doctrine 
of the social, rather than the individual, forces in taxation. 

It may be claimed, however, that there still remains a field 
for the application of the individual theory of taxation, because 
it is undoubtedly true that in many cases, at all events, a tax 
is not shifted, but is really borne by the individual who pays it. 
Although we may grant this contention, it is, I think, suscep¬ 
tible of proof that even from the individual point of view a 
great change hiis taken place in the facts of modern taxation, 
which must inevitably react upon the theory; and that even 
this putative individual basis of taxation will, on closer examina¬ 
tion, be found to be shot through with social considerations. 

We come, in other words, to the great question which has long 
vexed the minds of scholars and taxed the energies of statesmen, 
as to what really is the test and measure of the obligation of the 
individual to contribute to the support of government. Even 
assuming that every individual bears the burden of what he 
actually pays to the state, how shall this burden be apportioned? 
Two answers, as is well known, have been given to this query. 
Yet each has failed to satisfy the rigorous demands of modern 
investigation; the one because it is plainly inadequate, the other 
because it has hitherto been incorrectly interpreted. 

The answer that was almost universally given in the earlier 
stage of fiscal inquiry was that individuals should contribute 
to the support of government in accordance with the benefits 
or advantages which they derived from government action. 
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This has now become known as the Benefit Theory of taxation. 
The state was conceived of as a large joint-stock company, in 
which the individual citizens were shareholders; and eacli 
citizen was imagined to derive from the operation of this cor¬ 
poration a definite amount of profits in accordance with his in¬ 
vestment in the enterprise. Since the operations of government 
were not designed to yield a dividend in actual money, the prof¬ 
its were conceived of primarily as being something in the nature 
of an intangible, but none the less calculable, dividend; and 
since, in the minds of those writers, the chief and well-nigh the 
sole function of government was to protect life and property, 
the quantum of benefit that each individual received stood in 
a certain proportion to his wealth. Taxes hence represent 
nothing but an insurance premium, or a periodic payment 
made by the individual in order to guarantee the continuance 
of his profits in this joint-.stock enterprise. The theory of bene¬ 
fit or protection, although now almost completely abandoned 
by scholars, .still lingers in the minds of some writers, and is 
found to a considerable extent in the tax decisions of the courts 
of Anglo-Saxon countries, where the force of precedent is so 
enormous. 

The reason why the benefit theory of taxation has been 
abandoned is two-fold. In the first place, even on the assump¬ 
tion that the theory involves a correct interpretation of the 
relations of the individual to the government, a more rigid 
analysis discloses the fact that the benefits conferred by govern¬ 
ment on individuals do not stand in any such relation to wealth 
—whether to property or to income—as had been imagined. 
Even granting that the sole function of government is to pro¬ 
tect property, it does not follow either that it costs the govern¬ 
ment twice as much to protect property of twice the amount, 
nor that the smaller property owner feels that he is getting only 
one-half the benefits on his own property that the larger pro¬ 
prietor receives on his. Furthermore, it is obvious that the 
government protects persons as well as property, and the per¬ 
sonal protection realized by a poor man is no less valuable to 
him than the personal protection afforded to a rich man. Still 
further, however, it soon became apparent that government 
is more than the mere watchdog of society, and that protection 
does not exhaust its functions. As soon, however, as we con¬ 
sider the other functions of government, the fallacy of the 
benefit theory becomes evident. For the advantages derived 
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by individuals from government action are found to be in large 
measure not in direct, but in inverse, proportion to their wealth. 
The poor man sends his children to a public school, the rich 
man resorts to a private school; the poor man depends for fire 
protection or sanitation upon the efforts of government, the 
rich man avails himself of the services of the best appliances 
and the foremost experts; the poor man, in last instance, re¬ 
sorts to poor relief or state pensions; the rich man needs no 
such assistance. In almost every domain of modern govern¬ 
mental activity, it may thus be (wnt(!nded with some degree 
of truth that the direct benefits of state action are frequently 
in inverse proportion to the wealth of the individual. A theory 
which would practically result in placing greater burdens upon 
the poor man than upon the rich man must, therefore, be de¬ 
fective in one of its premises. 

The second and chief reason, however, why the benefit theory 
of taxation was abandoned is that the whole foundation of 
political philosophy on which it was erected was recognized 
as insecure. The modern theory of political science rests upon 
the more organic conception of the relation of the individual to 
the state; it recognizes the fact that the public collective wants 
are as much a part of the nature of civilized man as are his 
individual private wants; and that the essence of taxation is a 
moral, as well as a legal, obligation. The government, indeed, 
must do something for the community in return for the support 
which it receives. But this reciprocal obligation on the part 
of the government is not toward the individual as such, but 
toward the individual as a part of the greater whole. The 
special benefit is swallowed up in the common benefit. The 
special benefit to the individual is, in most cases, even not 
measurable; for the distinguishing characteristic of modern 
civilization is the spread throughout the community of these 
impalpable, non-material results of good government which 
make for the common welfare, and especially for the higher 
life. In its ideal form at all events, the state must be likened 
not to a joint-stock company, but to a family. The citizens 
are not stockholders but brethren, animated, if they are patriots, 
by the same ideals and by the same fine sense of co-operation 
in the common intere.st. Whatever the test of this moral ob¬ 
ligation to contribute to the support of the whole may be, it 
is, in the state as little as in the family, assuredly not the meas¬ 
ure of benefit received. Not only is the test wholly imprac- 
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ticable, but if it were practicable it would be completely 
inadequate. 

It may be claimed, indeed, that this analogy of the state to 
the family is strained, and that cases do arise where the govern¬ 
ment undergoes a certain expense, and actually performs a 
definite service, for the particular individual, the benefits of 
which are separably and measurably calculated. Such a case ob¬ 
tains, for instance, when the government sells gas to the individ¬ 
ual, or makes a charge for a certain permit, or demands that 
the cost of an improvement which inures particularly to the 
benefit of a given set of individuals lx; borne, in whole or in part, 
by them. While this claim may at once be conceded, it must 
be pointed out that such payments do not come under the head 
of taxes, properly so called. Even though there is still much 
confusion in the minds of our legislators and our judges, we 
cannot help realizing, as we look back upon the progress of the 
last twenty-five years, that one of our chief steps in advance has 
been a more proper cla.ssification of public revenues, and a 
recognition of the fact that taxes must not be confused with 
prices or with fees or with special a.ssessments. What we have 
to treat of here is not the whole subject of government revenues, 
but the special topic of taxation. In a tax the point of chief 
importance is the prevalence of the common benefit, and the 
purely incidental character, if it exists at all, of the special 
benefit to the individual. Where the special benefit to the 
individual is separately calculable, and is no longer a purely 
incidental result of government action, we are dealing with 
something that is not a tax at all. 

III. Social Considerations and (he Faculty Theory 

When the benefit theory of taxation was abandoned it was 
replaced by the faculty or ability theory. This theory taught 
that the measure of general obligation to the support of govern¬ 
ment is, in the state as in the family, the capacity on the part of 
the individual to contribute to that support. This seemed to be 
an enlightening and comprehensive proposition. But, as in the 
case of the benefit theory, the difficulty arose when an attempt 
was made to analyze more closely exactly what was meant by 
the faculty principle. Perhaps the moat important step in the 
analysis was taken by those writers who, like John Stuart Mill, 
conceived the essence of faculty or ability to reside in equality 
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by individuals from government action are found to be in large 
measure not in direct, but in inverse, proportion to their wealth. 
The poor man sends his children to a public school, the rich 
man resorts to a private school; the poor man depends for fire 
protection or sanitation upon the efforts of government, the 
rich man avails himself of the services of the best appliances 
and the foremost experts; the poor man, in last instance, re¬ 
sorts to poor relief or state pensions; the rich man needs no 
such assistance. In almost every domain of modern govern¬ 
mental activity, it may thus be (wnt(!nded with some degree 
of truth that the direct benefits of state action are frequently 
in inverse proportion to the wealth of the individual. A theory 
which would practically result in placing greater burdens upon 
the poor man than upon the rich man must, therefore, be de¬ 
fective in one of its premises. 

The second and chief reason, however, why the benefit theory 
of taxation was abandoned is that the whole foundation of 
political philosophy on which it was erected was recognized 
as insecure. The modern theory of political science rests upon 
the more organic conception of the relation of the individual to 
the state; it recognizes the fact that the public collective wants 
are as much a part of the nature of civilized man as are his 
individual private wants; and that the essence of taxation is a 
moral, as well as a legal, obligation. The government, indeed, 
must do something for the community in return for the support 
which it receives. But this reciprocal obligation on the part 
of the government is not toward the individual as such, but 
toward the individual as a part of the greater whole. The 
special benefit is swallowed up in the common benefit. The 
special benefit to the individual is, in most cases, even not 
measurable; for the distinguishing characteristic of modern 
civilization is the spread throughout the community of these 
impalpable, non-material results of good government which 
make for the common welfare, and especially for the higher 
life. In its ideal form at all events, the state must be likened 
not to a joint-stock company, but to a family. The citizens 
are not stockholders but brethren, animated, if they are patriots, 
by the same ideals and by the same fine sense of co-operation 
in the common intere.st. Whatever the test of this moral ob¬ 
ligation to contribute to the support of the whole may be, it 
is, in the state as little as in the family, assuredly not the meas¬ 
ure of benefit received. Not only is the test wholly imprac- 
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answer is obvious. Manifestly, as soon as we regard the produc¬ 
tion side of the problem, we are confronted by the phenomenon 
of privilege in all its manifold forms. If an individual secures 
his wealth largely through his own unaided exertions, that is one 
thing. If, on the contrary, his fortune is in great measure 
ascribable to the privileges conferred upon him by law, the situa¬ 
tion is a very different one. The privileges render it easier for 
him to create and to augment his wealth, and the real sacrifice 
involved is the sacrifice of acquisition, as well as that of disposi¬ 
tion. The older theory of faculty dealt only with the latter kind 
of sacrifice; the newer theory of faculty must include both kinds. 

The doctrine of ability or faculty, as thus reinvigorated, is 
not only free from objection; it is, because more inclusive, supe¬ 
rior to any of the rival conceptions that now divide the camp of 
fiscal thinkers. Our friends, the single taxers, for instance, who 
have done such yeoman’s service in many phases of fiscal reform, 
commit a double mistake; first, in singling out a particular 
privilege as the only one to be reckoned with; and, secondly, 
in erecting the principle of privilege into an independent and 
all-sufficient explanation of the relation of the individual to the 
government. Some of them, in the ardor of their reaction 
against the faculty theory, even go so far as erroneously to 
identify the privilege theory with the benefit theory, and thus 
revert to the old and discredited explanation. But even those 
who do not go to this length nevertheless see in the doctrine 
of privilege an all-embracing and adequate principle. As I have 
attempted to point out above, however, this view is essentially 
incorrect, because it looks at only one-half of the problem. It 
regards solely the acquisition of wealth, and is oblivious of the 
disposition of wealth. The older faculty theory, as it has been 
almost universally expounded, errs on one side of the que.stion; 
the privilege theory errs to an equal extent on the other side. 
The only satisfactory solution of the problem is, while upholding 
the faculty theory of taxation as over against the old benefit 
theory, so to broaden and interpret the faculty theory as to make 
it include all of what is legitimate in the privilege theory, with¬ 
out incurring any of its extravagances. 

This new interpretation of the faculty theory also enables 
us to explain the actual progress of events during the past 
quarter of a century. On the one hand, we have the great move¬ 
ment toward the income tax, a movement which is perceptible 
in the United States as well as in France and the other European 
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countries. This movement is the direct result of the older ele¬ 
ments involved in the faculty theory. It is a recent movement 
in the United States simply because the whole faculty theory of 
taxation is of comparatively modern acceptance. But the two 
newer modifications of the income tax which are now being so 
hotly discussed all over-the world, the principle of graduation, 
and the principle of differentiation, are, consciously or uncon- 
•sciously, the result in part at least of the other side of the faculty 
conception. As I attempted, many years ago, to point out in 
the discussion of progressive taxation, the consumption side of 
the theory alone does not suffice for an adequate defence of the 
principle. And in the case of the distinction between earned 
and unearned iiutomes that has now come to the fore with such 
insistence in (Ireat Britain as elsewhere, the justification of 
the higher rates on unearned incomes is to be sought in large 
measure in the principle of privilege, and especially the privilege 
of inheritance. It is the .same privilege of inheritance which is 
responsible for the great development in recent years of the pro¬ 
gressive and the collateral inheritance taxes all over the world; 
and it is a social privilege of a different but of not less important 
kind, which has brought into the forefront of political discussion 
in Germany, and in England, the increment duties on land. In 
the Unitiul States also the federal corporation tax and the corpo¬ 
rate franchise taxes in our commonwealths are all of them refer¬ 
able at bottom to this newer idea of social or legal privilege as 
augmenting the faculty or ability of the taxpayer, whether indi¬ 
vidual or corjwration. I'ar from working away from the theory 
of faculty, the events of recent years show a decided approxima¬ 
tion to the doctrine as correctly interpreted. 

We see, therefore, that the chief development of the last 
quarter of a century, in the practice as well as in the theory of 
taxation, has been the increasing emphasis laid upon the social 
point of view. In a great domain of taxation, as we have just 
learned, the individual point of view has been completely super¬ 
seded by the social point of view, and the study of the incidence 
and effects of taxation has emphasized to a continually greater 
extent the fact that the individual who pays a tax is by no means 
always the person who bears the tax. And secondly, as we have 
also seen, even in that remaining field of taxation where the 
individual taxpayer is the tax-bearer, and where the theory of 
faculty or ability to pay has been predicated as a fundamental 
principle, the individual element in this theory has been supple- 
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merited by the social element. The older conception of sacrifice 
was an individual conception; the newer idea of privilege is a 
social conception; these two conceptions have joined to form 
the modern doctrine of capacity or ability to pay. 

Thus, from every standpoint, the individual idea has been 
permeated with social considerations, and the theory of finance 
is taking its place side liy side with the other economic doctrines, 
as forming an outgrowth of the modern application of social 
considerations to the older individual conception. Economics 
is now sometimes called Social Economics; the newer theory of 
finance might also well be called the Social Theory of Finance.* 

IV. Conflicts Between Tax Jurisdictions 

No survey of recent tendencies in taxation would be com¬ 
plete, however, without some allusion to the changes that 
have been brought about by the question of various tax juris¬ 
dictions, and of the conflicts between them. In all modern 
nations we are struck by the attempt to adjust the fiscal rela¬ 
tions of state and locality; and in all federal commonwealths 
we have the added complication of the adjustment between 
state and nation. What does the experience of the last twenty- 
five years teach us with reference to both the theory and the 
practice of these problems? 

Let us take up first the question of the relation of general 
and local finance. Here we at once notice the obvious fact 
that the tendency everywhere is to confine the local tax to 
real estate. Originally, as is well known, all taxes were pri¬ 
marily local; and wc therefore find local revenues derived from 
a whole category of imposts. Everywhere the general prop¬ 
erty or the general income tax formed a large part of the local 
revenue, and in earlier times it was supplemented by a code 
of taxes on consumption, a system which still survives in many 
cities of the European continent. When state taxes developed, 
they were either tacked on to the local revenue, as is still the 
custom in the United States; or where tax administration 
had become national, as in France and some other European 
countries, the reverse process occurred and local taxes were 
now tacked on to the state revenues. It is here now that we 

' This theory is not to be confused with the socio-political theory of 
taxation which is sometimes associated with the name of Adolf Wagner, 
and which has been elsewhere discussed by me. See Seligman, Progressive 
TaxaiUm, 2 ed. (1908), pp. 129-132. 
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notice a most instructive evolution. I need not stop in this 
place to emphasize the great economic changes which rendered 
the general property tax Of earlier days unfitting and inopera¬ 
tive. But I do want to accentuate the fact that has been lost 
sight of, that the reason of the decay and the disappearance 
of the general property tax all over Europe was not only the 
break-up of the original mass of property into its constituent 
elements, but also, to an equally great extent, the fact that 
the administration of the general property tax remained local, 
while the basis of the revenue derived from property was now 
becoming general. In other words, an important cau.se of the 
failure of the general property tax was the attempt to apply 
local administrative methods to what was now essentially 
fitted only for general administrative methods. Individual 
property and individual income can not, in modern times, be 
localized; and therefore a local tax on general property or 
general income becomes increasingly difficult to administer. 
This is one of the chief reasons why the general property tax 
is becoming a farce in the United States, ju.st as it explains 
why it has long since disappeared practically everywhere else 
in the civilized world. But it also enables us to understand 
the reason why the modern income taxes, and even the prop¬ 
erty taxes where they exist, arc based upon the broader, and 
not the narrower, administrative foundation. 

What applies to the general property tax applies to many 
other general taxes. The one important category of revenue, 
however, to which this administrative shortcoming does not 
apply is the tax on real estate, and thus everywhere we find 
local taxation coming more and more to assume the form of 
a tax on real estate. In some countries, as in England and 
Australia, this is now the fact by law. In some places, like 
the more developed industrial centres of the United States, 
it is now virtually a fact by custom. In France, indeed, the 
movement has only just begun, but is quite perceptible; while 
in Germany the well-intentioned reforms of the early nineties 
have been in part blocked by the selfish but unreasoning op¬ 
position of the landowners, who do not quite realize the true 
economic significance of the process. Indeed, with all the 
disadvantages and absurdities of our American system I should 
say that the system of local taxation in the United States, 
as it is fast developing in actual practice in the most advanced 
communities, is superior to that which exists in Germany or 
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in France, and even in some important respects not inferior 
to that which is found in England. The trouble with our 
American scheme is that the facts are developing in spite of 
the law, and not in accordance with the law. The tendency, 
however, throughout the world toward reliance for local revenues 
upon the real estate tax is not alone indisputalih!, but also in 
complete harmony with the newer theories of finance. 

The other .side of the problem, namely, the relation of state 
to federal finance, has come to the front primarily in great 
empires like Germany, Australia, Canada and the United 
States. In this (•ountry we are at the present time in the very 
throes of the discu.ssion. As we Inave pointed out elsewhere 
at some length,' the real considerations involved in the choice 
of revenues for conflicting tax juri.sdictions are the considera¬ 
tions of efficiency, of suitability, and of adequacy. Into the 
further discussion of these subjects I do not intend here to 
enter. But one point calls for especial emphasis. The situa¬ 
tion in the United States is far more difficult than that in 
most of the other empires mentioned, because of our system 
of comstitutional restrictions. The ohler I grow and the more 
deeply I work into our economic and fiscal ))roblem, the more 
seriously do I question the value of our much-lauded .sy.stem 
of constitutional restrictions, at all ev('nts as applied to the 
problems in hand. We sec the embarrassments on all sides. 
All the other countries have been able, for instance, to rid 
themselves of the general property tax, while we shall have to 
devote many an arduous year to the effort to overcome the 
initial restrictions in most of our state constitutions. And so 
far as this particular problem of the relation of federal and 
state finance is concerned, the much greater progress that has 
been shown by our Canadian neighbor, not to speak of some 
of our friends across the seas, is due to their happy immunity 
from the dogma of state rights. Simply because of the accident 
that when our constitution was formed the separate states 
were independent and jealous of each other, we have embedded 
into our constitution the theory that all rights not expressly 
granted to the national government are reserved to the states. 
Yet immediately across the border we have a nation which is 
to-day more than twice as populous as was ours when the 
constitution was framed, and which in no distant future is 
bound to become as great and as mighty an empire as our own; 

' Infra, chap. xii. 



A QUARTER CENTURY’S PROGRESS IN TAXATION 345 

and yet Canada has prospered on just the reverse theory, 
namely, the theory that the rights not granted to the states 
are reserved to the national government. Under this system 
Canada is solving not alone her fiscal problems, but many 
other economic problems, in a far more successful way than 
are we. And what is true of Canada is true, in a large measure, 
of the other groat federal states. We have shackled ourselves 
with bonds which now cram]) and bind our well-rounded develop¬ 
ment. Wo have erected into a fetish of so-<;alled state rights or 
local self-government, a theory which the successful career of 
other Anglo-Sa.xon emj)ires has shown to be unnecessary and 
embarrassing. The experience of the last twenty-five years, 
if it conveys any lesson at all in fiscal as well as in economic 
matters, teaches us that our whole constitutional theory 
des(!rves considerable overhauling. 

Putting these considerations into practical form it means, as 
I have attempted elsewhere to indicate, that the income tax 
of the future in this country is to be in first instance a national 
income tax; and that so far as the corporation tax and the in¬ 
heritance tax are concerned, the almost insuperable obstacles 
to overcoming tlu^ difficulties of interstate conflicts of tax 
jurisdiction may be removed by a national supervision of the 
taxes imjiosed by the states, of by some scheme whereby the 
taxes in (jucstion will become national, so far as the methods 
of assessment arc concerned, even though the proceeds may be 
apportioned in whol(>, or in part, to the separate commonwealths. 

In some way or other the legal facts must be made to conform 
to the economic facts. In some form or other the structure of 
government must be put into harmony with the content of 
economic fife. 

The last quarter of a century, therefore, which has seen such 
enormous changes in tlu^ economic basis of society, is bringing 
about equally vast changes in the theory and practice of taxa¬ 
tion. Summed up in a few words, this movement means, on the 
one hand, the reconciliation of efficiency with justice, or rather 
the attainment of justice through efficiency; and, on the other 
hand, it means the correlation of the older individual and the 
newer social elements in the problem. The struggles over the • 
budget in England, over the income tax in France, over the 
revenue code in Germany, are all of them symptoms of this 
newer spirit. And in the United States the effort to abolish 
the iniquitous general property tax; the attempt to secure a 
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separation of the sources of state and local revenue; the develop¬ 
ment of a system of state supervision over local assessments; the 
endeavor to hold individuals and corporations up to their obliga¬ 
tions to the treasury; the movements to modify our system of 
import and internal revenue duties, and to supplement them by 
an income tax; and above all, the tendency toward the spread 
of the inheritance tax and the incipient discussion as to the 
applicability of the theory of unearned increment to land 
taxes,—all of these but emphasize the lesson which we have 
sought to convey. The civilized world, in its rapid onward 
sweep, is fast realizing all these newer ideas in taxation. It re¬ 
mains for the student to analyze and to explain the situation, and 
by clarifying the conceptions of statesmen as to the real import 
of these vast changes, to put them in a position to become the 
leaders of the people, who are the ultimate arbiters in this quest 
for justice and in this endeavor to reflect in fiscal institutions the 
highest aims of economic and social progress. 



CHAPTER XI 


THE SEPARATION OF STATE AND LOCAL REVENUES * 

I. The Present Difficulties 

The discontent with the conditions of American taxation 
is growing apace. The reason is not far to seek. On the one 
hand, the development of industrial democracy is everywhere 
creating greater demands upon the public purse for a collec¬ 
tive action wljich shall be in the interests of the entire com¬ 
munity; on the other hand, the growth of prosperity and the 
transition from more primitive economic conditions to those 
of a complex industrial society are rendering more and more 
inadequate the fiscal basis and the fiscal machinery which have 
been beiiucathed to us by our ancestors. Thus at both ends 
the pressure is felt. The fiscal needs are multiplied and the 
fiscal ma(!hinery is getting out of g('ar. Expenditures are grow¬ 
ing, and the old forms of revenue are no longer suitable. Hence 
the pressure of public needs upon public resources. And since 
these public ne(!ds are augmenting most rapidly in the domain 
of local rather than of national government, it is primarily ques¬ 
tions of state and local revenues that are becoming increasingly 
embarra.ssing. 

It would be a mistake, however, to suppose that the public 
resources are in themselves inadequate. The fault does not 
lie with the social income. National prosperity is great and 
growing, and the increase of wealth and of social income is 
proceeding unchecked. Were our state and local resources 
marshalled and organized for fiscal purposes as is done by the 
national government, the embarrassment would soon vanish. 
We all know that in normal times there has never been the 
slightest difficulty in securing a revenue for national purposes 
which should be, not only abundant, but on the whole satis¬ 
factory to the community. We know equally well, however, 

* This chapter is reprinted with some changes from the paper in Addresses 
and Proceedings of Ike First Annual Conference of the National Tax Assoda- 
tion, New York, 1908, p. 485 et seq. 
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that what has been so successfully done by the national govern¬ 
ment is very imperfectly accomplished by our state and local 
governments. The wealth is there, the resources are there, but 
the method of tapping the resources has become unsatisfactory, 
lopsided and unequal. What is needed is a readjustment of 
the system to make it fit modern necessities. 

In an empire like the United States the problem will naturally 
assume a somewhat different form in various sections. Finance 
and politics are but the ultimate expression of economic forces 
and relations, and the economic conditions vary widely through¬ 
out our country. The transition from the frontier life and the 
activity of a purely agricultural community to the conditions of a 
highly developed and complex industrial community has made 
far more progress in some sections than in others, and to the 
extent that this transition has only begun, the plder methods 
possess a certain measure of validity. What is good for New 
York is not necessarily good for Mississippi, nor again for Utah. 
But notwithstanding this diversity of economic conditions, 
there are certain phenomena which an; common to all. The 
large corporate agencies of transportation are found throughout 
the country. Some of the great trusts are selling their products 
in the little hamlets as well as in the important commercial 
centres. Certain defects in our fiscal system are therefore 
being recognized as common to the whole country, and with 
the development of more homogeneous economic conditions 
this is bound to be increasingly true in the future. We have 
tax commissions wrestling with very miudi the same problems, 
not only in Massachusetts and New York, but in Minnesota 
and Wisconsin; not only in Louisiana, but on the Pacific slope. 

What, then, are the chief difficulties in our tax system which 
are coming more and more to be recognized everywhere through¬ 
out the length and breadth of the land? I should sum them 
up under eight heads. 

First and foremost is the breakdown of the general property 
tax, which is almost everywhere still the chief reliance of state 
and local government. The general property tax works well 
only amid most primitive economic conditions for which alone 
it was calculated. Almost everywhere, for reasons whieh it is 
unnecessary here to recapitulate, and which it is utterly im¬ 
possible to prevent, personalty is slipping from under. The 
administration of the general property tax is everywhere 
attended with increasing difficulty, and in our large industrial 
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centres it has become, to use the words of a recent tax report, 
“a howling farce.” Everywhere, north and south, east and 
west, although in varying degree, comes the cry that the at¬ 
tempt to enforce the general property tax, whether by listing 
bills or tax ferrets, by oaths or by inquisitors, is doing much 
to force upon the average citizen habits of falsehood and cor¬ 
ruption. 

Second, a growing lack of equality in tax burdens, not only 
as between clas.ses in the community, but as between individuals 
of the same class. Where land, for instance, is assessed at 20 
per cent of its value in certain counties, and at 80 per cent 
or 100 per cent in other counties, it is obvious that the contri¬ 
bution to the state tax is grossly unequal and unfair. 

Third, the application to general purposes of what was 
intended to Ijc only a local revenue. All direct ta.xation was 
originally local in character, and the a.sscssm(!nt of property 
for local taxation was at the outset a com|)aratively simple 
matter. When the need for state revenues made itself felt, 
it was obviously expedient to tack on to this local taxation a 
quota for general purposes. Eut with the great development 
of state functions, and with the breakdown of the local barriers 
of commerce and industry, what was originally equal soon turned 
into ine(jviality, and the attempt to h'tter interlocal or even in¬ 
terstate business conditions by the bonds of purely local assess¬ 
ment has proved to be a fruitful source of difliculty. 

Fourth, the failure to make modern corporations bear their 
fair share of taxation. The corporation is a growth of the last 
half century. It was unknown when the present framework 
of our tax system was established. The attempt to force the 
new wine into the old bottles is not only spoiling the wine, but 
cracking the bottles. 

Fifth, the failure to secure adequate compensation from 
individuals and corporations alike for the franchises, and privi¬ 
leges that are granted by the community. An earnest effort 
is being made at present throughout the length and breadth of 
the land to repair this defect. But with the historic system 
as it has come down to us in this country of estimating wealth 
in terms of property rather than, as abroad, in terms of income, , 
we have been plunged into the vortex of the assessment of 
franchise values, and have thus been compelled to attack a 
problem which does not even exist in other parts of the world. 

Sixth, the undue burden cast upon the farmer. Practically, 
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this is the problem of taxation in many of our rural districts 
and in all agricultural communities where the failure of an 
adequate revenue system and of the readjustment of social 
resources makes it impossible to secure good schools or fairly 
decent roads without overburdening what is, after all, the chief 
source of American prosperity. 

Seventh, the interference with business, due to the partial 
and spasmodic enforcement of antiquated laws. Witness the 
attempt in some states suddenly to levy a mortgage tax, as 
recently in New York, where the entire building industry was 
thrown into confusion; or the attempt in other states to enforce 
now this and now that kind of property tax on businesses 
which led to a change in the location of the business rather than 
to any increase of revenue. The harassmg of the individual 
business or the fear of harassment is becoming less and less 
defensible in the delicately adjusted mechanism of modern 
business society. Over a century ago Alexander Flamilton, in 
his famous report on manufactures, stated this golden maxim: 
“All taxes which proceed according to the amount of capital 
supposed to be employed in a business are inevitably hurtful to 
industry and are particularly inimical to the success of manu¬ 
facturing industry and ought carefully to be avoided by a 
government which desires to promote it. It is in vain that 
the evil may be endeavored to be mitigated by leaving it, in 
the first instance, in the option of the party to be taxed to 
declare the amount of his capital or profits.” 

Eighth, the failure to make great wealth contribute its due 
share. In former times, where property was fairly equally 
distributed and conditions simple, inequalities in tax burdens 
were slight and unperceived. Before the huge aggregations of 
modem wealth, the crude tax machinery of earlier days stands 
impotent. And yet we hug ourselves with the delusion that 
all that is necessary is to patch up the old machinery, whereas 
what is really needed is to throw the old machinery on the 
scrap heap and to utilize entirely new and modern instruments 
and processes. 

II. The Meaning and Advantage of Separation 

We must recognize the fact, however, that revolutions of this 
kind occur but seldom. The only method of achieving substan¬ 
tial progress in society is, after all, by attempting to go forward 
step by step. But however slow the change, it is imperative 
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that the goal be kept clearly in mind if there is to be any progress 
at all. If we move step by step, it is highly import,ant that each 
step be a forward, and not a retrograde, one. Now the starting 
point from which progress of all kinds must set out at the i)resent 
time in the United States is, apart from the important adminis¬ 
trative changes to be touched upon later, the abandonment of 
the use for state purposes of a locally raised and administered 
revenue. Whatever other reforms are needed, and they are 
many, no lasting progress can be made unless we take this 
preliminary step. It is for this reason that we have ventured to 
put in the foreground of discussion the problem of the sep aration 
af.st3is^ri^]lo£al.fipyenues. 

The utilization of the same sources for both purposes is, as 
we have .seen, a natural development, at least in Anglo-Saxon 
communities where the spirit of self-government has always been 
strong, and where the local unit has been the cell that has grown 
through accretion into a mighty nation. Yet the employment 
of the identical sources of revenue for state and local purposes 
has not only helped to engender many of the difficulties which 
have been adverted to al)ove, but has succeeded in confusing 
the issue, and in rendering ex('eedingly difficult a satisfactory 
solution of the problem. Where each local community finds 
that its intere.sts arc in some unaccountable way bound up with 
those of other communitic's, the tendency is to induce an unwil¬ 
lingness to experiment with any changes, no matter how neces¬ 
sary, which through the influence of these common interests 
may perhaps react disadvantageously upon the interests of 
the particular community. The result is the breeding of mutual 
suspicion and, what is still worse, of lethargy. Just as no single 
individual can be expected to submit an accurate list of his 
taxable property when he is sure that his neighbors are all 
successfully withholding their own, so no community will be 
willing to make any change in methods, the result of which 
would, in all probability, onlybe to incresise its common burdens. 
The separation of state and local revenues is therefore a matter 
of importance in the American commonwealths of to-day, not 
so much because it forma in itself any solution of the problem, 
but because it is the indispensable initial step to any substantial. 
and lasting progress. The separation of state and local revenues 
is not a cure, but it will help to make a cure passible. It is from 
this point of view that we must address ourselves to the problem. 

There are four aspect^! the subject: First, what is meant 
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by separation of state and local revenues? Second, what are 
its advantages? Third, what are the objections and possible 
dangers? And fourth, what has thus far been its history and de¬ 
velopment? 

I. In the first place, separation denotes, as the word implies, 
some distinction between the classes of revenue. Almost every¬ 
where in the United States the general property of individuals 
is assessed for local purposes; and as corporations developed, 
their property Wiis also assessed in the same way by local asses¬ 
sors. County expenses are usually defrayed by apportioning 
the necessary amount to the localities according to the assessed 
valuation of property and thus adding a county rate to the local 
rate. Finally, the stat*; expenditures are defrayed in prt'cisely 
the same way by dividing up among the separate counties a 
sum proportioned to the a.ssessed valuation in the counties. 
Thus the final tax rate upon property is made up by the addition 
of these various rates. But the assessment and the collection 
are for the most part in the hands of local authorities. 

What will be gained by the separation of state and local 
revenue is that the state revenues will no longer be collected 
from the same source and in the same manner as the local reve¬ 
nues. It means practically that there will be no state tax rate on 
general property added to the local tax rate through the process 
of apportioning state expenditures among the localities according 
to the assessed valuation. It implies as a corollary that some 
other method of securing the state revenues be devised. The 
demand for separation is primarily a negative rather than a 
positive one; it is destructive rather than constructive. It leaves 
open for debate what particular alternative methods should 
be substituted. It proclaims in no uncertain tones, “Leave to 
the locality what properly belongs to the locality; allot to the 
state what properly belongs to the state.” 

II. The second aspect of the problem is a discussion of the 
advantages that would ensue from separation. These may be 
summed up under the following heads: A. Conformity with 
the natural division of government functions and activities. 
B. Greater equality in a.sses.sments. C. Lowering of the tax 
rates. D. Removal of conflicts between city and county. 
E. Greater flexibility and adaptation of means to end. 

A. The first advantage is conformity with the natural division 
of government functions and activities. The relation of govern¬ 
ment to business life necessarily changes with the conditions of 
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business activity. When business was purely local in character, 
as was tnie in former times, the local authorities were competent 
to deal with it. To-day yet, activities connected with real 
estate are still largely of this character. The real estate cannot 
be removed from the locality, and the benefits and burdens 
attaching to real estate are still to a very large extent bound up 
with the people who live in the immediate neighborhood. What 
is true of real estate was originally true ofi almost all economic 
phenomena. But it is no longer true. The scope of the great 
industries (!oimocted with the transportation of wealth and the 
transmission of power or intelligence is obviously no longer local 
in character, and many of the ordinary eorporations and busi¬ 
nesses are stretching out with an activity that transcends all local 
bounds. While the central office must indeed be in some one 
locality, the scope and content of the activities are no longer 
local, and in the groat majority of ca.ses any attempt to estimate 
the economic capacity of the business or (^orjwration to bear the 
tax burdens by the property existing in that locality would be 
woefully inaccurate. Not only would the local property often 
be in no proportion at all to the local sales, but even the local 
sales would not be any index of the relative profits or tax-paying 
ability. The insurance company (although situated with its 
head office in some one town) does business throughout the 
entire state; the railroad may have four tracks in a little country 
village which contributes practically nothing to the traffic; a 
bank may derive its profits in large measure from out-of-town 
business. Where the activity is primarily interlocal or state, 
the burden should be interlocal or state. 

Not only, however, is there this natural division between 
state and local functions, but even where the phenomenon itself 
is purely local, experience has disclosed in some cases the great 
advantage of assessment by state rather than by local officials. 
Real estate, for instance, can far better be valued by officials 
of the neighborhoo<l who are cognizant of the local conditions, 
even though experience has sho^vn the great advantages of a 
centralized or state control over the local as.sessments in order 
to secure an interlocal equality. But the administration of a 
liquor-license law is apt to be far more effective if (completely • 
divorced from local influences. It is for such a reason, for m- 
stance, that the liquor-license tax is now levied in New York by 
state officials with a far greater degree of efficiency and there¬ 
fore Tyith a far greater resultant revenue, than was formerly the 
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case. So also certain taxes are more effective when resting on a 
broad than on a narrow biisis of assessment. The inheritance 
tax, for example, is obviously unfit for a source of local revenue 
because the number of wealthy individuals who die in any one 
year in a single town or city is so unpredictable and oscillating 
that the revenue would be entirely too spasmodic. Broaden the 
base by taking in the whole state, and the amount of property 
passing by death from year to year will be found to fluctuate 
very little. 

Thus, from the double point of view of historic changes in the 
scope of government fumdions and of the effectiveness of admin¬ 
istration, a tlear line can often be drawn between what is prop¬ 
erly a state, and what is properly a local, source of revenue. 

This consideration really carries one step farther a distinction 
which is found almost from the beginning of our national exist¬ 
ence. At first, there was no line drawn between national and 
state sources of revenue, and in the critical years succeeding 
the Revolution the Union had to dep(aKl upon requisitions ad¬ 
dressed to the separate states, to bo raised by them in the same 
way as their own local revenues. With the collapse of this system 
was settled once and for all the principle of a separate and inde¬ 
pendent national revenue from sources, in part at least, distinct 
from those of ‘state revenue. The whole domain of foreign 
commerce, which up to that time had been within the purview 
of the separate states, was now transferred to the nation, and 
the force of historical necessity has since then converted certain 
forms of internal taxation, which were still for a long time 
administered by the separate states, to the practically exclusive 
possession of the nation. The process is not indeed entirely 
complete, and we are even now debating whether certain forms 
of state taxation should not hereafter be relegated to the general 
government.* The point which it is desired here to emphasize, 
however, is that the principle has been settled. It is the same 
principle which is now applicable to the separation of revenues 
within the state. It was the financial collapse of the Confeder¬ 
acy which brought about the separation of national and state 
revenues. It is the practical collapse of our antiquated fiscal 
* system within the states which is just beginning to bring about 
the separation of state and local rev(>nues. The change in the 
economic conditions at the end of the eighteenth century was 
responsible for the one; the change in the economic conditions 
> See inira, chapters xii. and xxi. 
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at the beginning of the twentieth century will be responsible 
for the other. Thus, the first advantage of the separation of 
state and local revenues is the fact that it is in harmony with 
an underlying principle of historical growth. 

B. The second advantage is the securing of greater equality 
in assessments. The differences in assessed valuations in various 
sections of our states have everywhere become so glaring that 
the la.st few d(*ades have seen in almost every casci the creation 
of boards of equalization designc'd to renanly the acknowledged 
evil. Jt is equally notorious, however, that the remedy has been 
entirely inadetjuate and that the boards of (“qualization have 
been unable to accomplish what was expected ofthem. The 
inequaliti('s go on almost unchecked, very largely for the reason 
that the members of tin; state boards have too imperfect a knowd- 
edge of the local conditions to admit of any successful revision 
of property valuations. Tlui relegation of the general property 
tax to the localities will at once render unnta‘(*ssary any equaliza¬ 
tion, for if the state revenues an; secured in other ways, and if 
the general property of individuals, whether real estate or per- 
.sonalty, is not dirta'tly liable for .state purposes, there will of 
course be no induciement for the local authorities to seek to 
lower the local valuations of property. For purely local purposes 
it makes no difference whether there is a low valuation with a 
high tax rate or a high valuation with a low tax rate; the result 
is precisely the same. With the separation of state and local 
revenues the individual landowner in one part of the state will 
no longer be casting envious glances at the landowners in other 
parts of the state, and this mad scramble for reduction of assess¬ 
ments will be checked. It will depend entirely upon the people 
in the community itself, and not upon those in other communi¬ 
ties, whether the individual tax rate shall be high or low. It 
was not until after .separation was achieved—and as it was 
thought, permanently—in lOOti in the state of New York that it 
became possible to raise the valuations of real estate in New 
York city from the old level of GO-70 per cent to the new level 
of 90-100 per cent. 

It is sometimes claimed that the system of separation will not 
stop undervaluation of real estate because there is the same 
struggle between the separate toTOs in a county as between the 
separate counties in a state. The reply to this, however, is two¬ 
fold. In the first place, the proportion of county to town ex¬ 
penses is apt to be smaller than the proportion of state to 
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county expenses, where the state expenses are still apportioned 
in the old manner. The relative influence of county expenditure 
on local valuations is therefore slighter. But secondly, even 
where this is not true, the objection can be eliminated by 
making the original asse.ssors county officers, instead of village 
or town officers, as is now the case in over one-half of our 
states.* 

C. This brings us to the third advantage, the political aspect 
of which is not slight. Where, as at present in some cases, 
the state taxes form no inconsiderable part of the whole, the 
tax rate upon the individual property owner is naturally aug¬ 
mented to this ext(‘nt. Under a system of separation of state 
and local revenues, witli a relegation of the property tax to the 
localities, the rate of the tax will naturally be lowered by the 
entire amount of the state revenue previously derived from 
this source. In the development of the system in New York, 
for instance, this argument had great weight with the legisla¬ 
tors. The separation of state and local revenue means a reduc¬ 
tion of direct tiixation of property. 

Z). The fourth advantage is the removal of conflicts between 
city and county. The present situation in many of our states 
is really an outgrowth of point B mentioned above; namely, 
the inequality in the assessments of property. Many of the 
rural counties claim that since there is a far larger proportion 
of tangible and visible property within their borders than is 
the case in the larger cities, the property actually assessed 
in their case greatly transcends in its relative proportions the 
property assessed in the cities. There is, therefore, a frequent 
pressure upon boards of equalization to raise the total valua¬ 
tions in the cities and to compensate for this by reducing the 
valuations of the rural districts. In a state like New York, 
for instance, there was an almost annual contest marked by 
bitterness and asperity, leading in some cases to the threat on 
the part of the city of New York that an attempt would be 
made to create a separate state. The segregation of state and 
local revenues puts with one blow an end to all these sources 

, ’The movement in favor of replacing local by county assessors has 
progressed to such an extent that in 1921 the assessments of property were 
made by county officials in twenty-five states, including all the Southern 
(except Delaware and Louisiana) and Southwestern states and twelve of 
the western states (California, Colorado, Idaho, Montana, Nebraska, Ne¬ 
vada, North Dakota, Ohio, Oregon, Utah, Washington, and Wyoming). 
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of difficulty and friction. The large city as well as the small 
town, each is allowed to go its way in peace. 

E. The final advantage is virtually a corollary of the one 
just discussed; namely, a greater flexibility and adaptation of 
means to end. If each locality is now, through the separation 
of state and local revenues, divorced from the others and is 
left to work out its fiscal salvation, to a certain extent at least, 
independently, it is obvious that each locality will be better 
able to adjust its fiscal sy.stem to its own particular fiscal 
needs. The conditions of a commercial metropolis are very 
different from those of a country hamlet, and what may be 
entirely appropriate in the second case may be found to be 
eompletely unworkable in the first. Thi! slow steed and the 
fleet pacer work very ill together in harness: s(*t each of them 
free to do what he can and the total result will be far more 
satisfactory for all concerned. Uniformity of fiscal methods 
is desirable only where there is a uniformity of economic condi¬ 
tions. If we allow the different localities to experiment, within 
certain broad lines, i>s to the fiscal methods best suited to their 
own prosperity, the result is ultimately bound to be an adapta¬ 
tion of fiscal practice to economic fact. 

Thus from each of these five points of view the benefits 
which would accrue from a separation of state and local reve¬ 
nues are clear and undeniable. But so strong is the force 
of custom and prejudice, and so inadequate is the ordinary 
analysis made of the situation, that the movement has really 
only just begun in the United States. 

III. The Objections to Separation 

It may be inquired, however, in the third place, are there 
no objections to the sy.stem of separation or are there no dan¬ 
gers connected with it? * A candid consideration would compel 

' The objections have been forcibly urged by Professor T. S. Adams in 
the Addresses and Proceedings of Ike First Conference of the National Tax 
Association, New York, 1908, pp. 515-527; and again in Readjustments in 
Taxation published by the American Academu of Potilical and Social 
Science, 1916, pp. 131-139; as well as by Professor C. J. Bullock in an 
article in the Quarterly Journal of Economics, vol. 24 (1910), p. 43, e« seq. • 
C/., however. Addresses and Proceedings of the Fourth Conference of the 
National Tax Association, 1911, p. 86. 

For a later, more comprehensive and juster appreciation of the controversy, 
see Mabel Newcomer, Separation of State and Local Revenues in the United 
States, Columbia University Studies, vol. 76, no. 2 (whole no. 180), 1917. 
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an answer in the affirmative. A closer scrutiny will, however, 
result in the conclusion that the objections are exaggerated and 
that the dangers are at least remediable. 

What are the objections and dangers? They may be summed 
up under three heads: a lack of suitable state revenues; a 
lack of elasticity; a lack of suitable local revenues. Let us 
consider these in turn. 

It might be claimed by some states that if the general prop¬ 
erty tax is abandoned as a source of state revenue, there is 
nothing to put in its place. The experience of the more ad¬ 
vanced states, however, shows the fallacy of this contention. 
Even where the ordinary business corporations have not assumed 
vast proportions, we find in all the states the existence of the 
great public-.service corporations. Under a proper system of 
assessment, the tax on corporations of this kind, if reserved 
primarily for the state, would go far toward defraying all 
legitimate state expenses. The difficulty now is that in many 
of our states the greater part of the taxes on corporations 
go to the localities, where, as we shall see in a moment, they 
are not needed, and only a small part, if any, is assigned to 
the state. If we render to Casar what belongs to Cresar, the 
tax on corporations will go primarily to the state. Another 
source of state revenue which is now spreading in this country, 
but which has by no means received the development of which 
it is susceptible, is the inheritance tax. In New York one-fifth 
of the state revenue was at one time secured from this source, 
and the same is true in many foreign countries. Owing to 
defects in the principle as well as in the administration of the 
law, the inheritance tax in many other states is very ineffective. 
But New York again has shown the way. Where corporation 
and inheritance taxes do not suffice, other sources of revenue 
stand ready at hand. There is no reason, as we have seen 
above, why the license taxes should be reserved exclusively 
for local purposes. • In the Southern states the license or oc¬ 
cupation taxes have for a long time gone, in part at least, to the 
state, although the whole Southern system is capable of much 
improvement in this and other respects. Here, again, in New 
York, it has been shown what can be done, and one-fifth of the 
state revenue came, before prohibition, from the liquor-license 
tax alone. In short, without going more in detail into this 
question, which is susceptible of a far larger treatment, it 
may be said that there is scarcely a state in this Union where, 
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under proper methods, adequate sources of state revenues 
could not be discovered and effectively employed. 

But even if this were not the case, and if it turned out to be 
difficult to secure additional sources of state revenue, there is 
still left a simple and efficacious means of accomplishing all the 
advantages that can be derived from separation, without in¬ 
curring the hazard of not finchng sufficient state revenue. This 
method may be called the apportionment-by-expenditure or 
apportionment-by-revenue method. 

The apportionment-by-expenditure or apportionment-by- 
revenue method may be described as follows; At present the 
state general property tax is distributed among the counties 
by apportioning the quota of each according to the assessed 
valuation of property. The apportionment-by-expenditure 
method as opposed to this apportionment-by-valuation method 
would distribute the amount to be raised for state purposes 
to each county on the basis of the expenditure in whole or in 
part or, what is the same thing, on the basis of the revenues 
collected to defray this expenditure within each county and 
all the taxing districts contained in the county. The advan¬ 
tages of this scheme are obvious. 

First and foremost, it would permit each locality to raise 
its revenues as it chose within certain broad lines, as laid down 
by the g('ncral law. The apportionment being no longer ac¬ 
cording to the valuation of property in general, but according 
to expenditures or revenues, it would be immaterial to any 
section in the state how the local revenues of any other sec¬ 
tion were raised. The important point would be the extent of 
the revenue and not the manner of raising it. 

It was mainly to secure at once local option in the selection 
of the subjects of taxation that the apportionment-by-expend- 
iture method was urged by Mr. Lawson Purdy, several years 
ago.* This designation of local option is, however, not entirely 

‘ “I.ocal Option in Taxation,” Proceedings of the National Conference on 
Taxation, under the auspices of the National Civic Federation, Buffalo, 1901, 
p. 12.3 et seq.; also separately publishal by tlie New York Tax Reform 
Association. In this paper, Mr. Purdy is peril,aps unduly critical of the 
other method of securing separation of state and local revenue. The appor- • 
tionment-by-exjienditure scheme was first suggested in outline by Mr. Allen 
Ripley Foote in a paiier on general tax reform, presentol to the State 
Commerce Convention of New York, held at lltiea in 1S!)9, read by Mr. 
Purdy and published in Public Policy, vol. ii., .Ian., 1900. The main features 
of the scheme are elaborated in another paper by Mr. Foote on “A State 



360 


ESSAYS IN TAXATION 


happy in that it does not adequately describe the powers to 
be conferred upon local communities. Moreover, the term 
“local option” has become so intimately associated with the 
liquor problem that its utilization for taxation is apt to become 
confusing. 

Secondly, even if the general property tax were retained 
for the basis of assessment by the localities, the apjwrtionment- 
by-expenditure method would result in a more equitable dis¬ 
tribution of the burden than is the case at present. For, as 
has been explained, it is notorious that as-sessments of personal 
property in the rural counties are almo.st inevitably higher 
when compared to actual values than is the case in the cities. 
On the other hand, expenditures or revenues correspond much 
more nearly to the actual taxable al>ilities of the communities. 
Hence, apportionment by expenditure would bring about a 
more equitable distribution of burdens than is the case at 
present. A careful computation that Wiis made several years 
ago in New York when the board of equalization still appor¬ 
tioned the state tax shows that under this new system the 
counties which would pay more are either the rich counties 
which contain the most valuable land in the state, or the coun¬ 
ties which received too high a percentage rating from the board 
of equalization.^ 

Thirdly, the . apportionment-by-revenue method would 
tend to economy in both state and local government. Local 
extravagance would, to a slight degree at least, increase the 
proportion of the state burden, and state extravagance would 
be directly reflected in a higher charge on the localities. 

Tax on Local Government Incomes proposed as a Practical Substitute for a 
State General Property Tax,” in the Proceedings of the Fifth Annual Con¬ 
ference of the National Tax Association, Columbus, 1912, pp. 253-262. 

Curiously enough a precedent for this method may be found in the 
territorial period of Iowa, three-rjuarters of a century ago. The first legis¬ 
lative assembly of Iowa in 1839 emicUsl a law providing that five per cent 
of the gross amount of taxes charged on the county assessment rolls should 
be set aside by the county commissioners as a debt due to the territory. 
This, however, led to dissatisfaction on the ground that since the terri¬ 
torial tax was levifjd on the gross tax receipts of tlie counties, it “was regu¬ 
lated entirely by the necessities of the rfspcctive counties,” and was there¬ 
fore not distributed “ upon principles of exact justice to all.” The method 
was accordingly abolished in 1841. See J. E. Brindley, History of Taxation 
in Iowa, 1911, i., pp. 7-9. 

' The figures, prepared by the New York Tax Reform Association, are 
reprinted in Proceedings of the First Annual Conference of the Naiioruil Tax 
Association, New York, 1W8, pp. 509-512. 
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The fourth benefit is that the present state boards of equali¬ 
zation would be rendered entirely unnecessary, for the whole 
matter would be settled by a mere arithmetical computation 
which would leave no room either for favoritism or for unin¬ 
tentional injustice. 

Finally, fifthly, since it would be necessary to have full 
figures of statistics and revenues of all counties and local divi¬ 
sions, we should secure at once a system of comparative local 
statistics which have hitherto been almost entirely wanting in 
most of the states, and the lack of which is a serious obstacle 
to fiscal form. 

The chief objection to apportionment by expenditure or 
revenue is that it might tend to prevent desirable expendi¬ 
tures in the more progressive communities. The force of 
this objection is, however, not so great as it seems. For, in 
the first place, if the community is ready to subject itself 
to the burdens of a larger expenditure for desirable aims, it 
will scarcely be checked l)y the slight additional burden which 
would result from the increase of the state tax. For the local 
burden is always very much greater than the state burden. 
Moreover, by taking the average expenditure for a number of 
years jirevious to the annual assessment, the variations due 
to a special local improvement in any one year can be minimized. 
Secondly, entirely apart from these (considerations, the force of 
the objection could be very largely attenuated by combining the 
apportionment-by-expenditure method with the system above 
described of an independent state revenue from other sources 
than property. If this were done, that is, if the greater part of 
state revenues were derived from independent taxes, and if only 
the necessary residuum were raised by the apportionment- 
by-expenditure method, the projwrtion falling to each locality 
would be so exceedingly slight as virtually to rob the objection 
of whatever strength it might be supiwsed to possess. 

Finally, it might be contended that the apportionment-by- 
expenditure method is unjust to the poorer localities, because 
it would interfere with the present American method of school 
taxation.* School taxes are levied according to assessed valua¬ 
tion, but are frequently, to a certain extent at least, distributed* 
back to the counties and localities by the state according to 
population, thus equalizing the opportunities of the richer and 

1 This objection is urged especially by Bullock, op. cU., p. 447. 
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the poorer sections. The force of this objection, however, 
can be weakened by the simple expedient of exempting such 
school expenditures from the operation of the principle, just 
as they are now excepted from the ordinary methods of local 
finance. The theory of the apportionment-by-expenditure 
method would still remain intact, and its automatic features 
would work equally well, if certain expenditures only, instead 
of all expenditures, were selected. What these expenditures 
or revenues should be would be a matter of adjustment, which 
might differ in the various states. 

It is interesting to observe that an attempt has recently been 
made to introduce the apportionment-by-expenditure method. 
According to the Oregon law of 1907, the system of apportioning 
taxes according to expenditures was to go into effect in 1912. 
In this scheme, however, there were two points deserving of 
special mention. The first is that the apportionment was to 
be made not according to all expenditures, but only according 
to some expenditures,—expenditures for roads and later those 
for interest on the debt, for courthouses and for fighting pes¬ 
tilence being deducted in each case. While something may be 
said, as we have seen, in defence of these exceptions, the case 
is quite different with the other point, namely, the adoption 
of the rule that the apportionment was to be made according 
to county expenses instead of according to the total expenses 
of all the localities within the county as well as of the county 
itself. This derogation from principle is difficult to justify. 
For in this way the apportionment-by-expenditure method is 
robbed of many of its advantages. It would have had the 
effect of penalizing the poorer agricultural counties, for the 
obvious reason that county government is of relatively less 
importance and absorbs a far smaller share of the total revenues 
in counties containing cities than in sparsely settled agricul¬ 
tural counties.* The law, however, was never put into opera¬ 
tion. For in 1908 the dksatisfaction with the predetermined- 
valuation basis of the law of 1901 led to a lawsuit which resulted 
in the court declaring unconstitutional the variation from the 
ordinary apportiomnent through equalized assessments, and 
•thus by implication making the projected apportionment-by- 
expenditure method illegal. Accordingly no attempt was made 

'See an address by Tax Commissioner C. V. Galloway, “Taxation 
Developments in Oregon,” in the Proceedings of the Fifth Conference of the 
National Tax Association, Columbus, 1912, p. 240. 
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1 This objection is urged especially by Bullock, op. cU., p. 447. 
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separation of state and local revenue does not necessarily imply 
either complete local option or any specific method of apportion¬ 
ment. They do not stand or fall together. 

The second possible objection to the scheme of separation 
is the lack of elasticity in state revenues. Whatever are the 
drawbacks of the general property tax for state purposes, it 
is undeniable that the system is a highly elastic one. When 
the state needs more revenue, it simply increases the tax rate; 
when it needs less revenue, it diminishes the tax rate. By aban¬ 
doning the general property tax for state purposes, we therefore 
lose this elastic element in the system. 

There are, however, three ways of reintroducing the elas¬ 
ticity which will be lost. In the first place, the elasticity lost 
by the abandonment of the general property tax for state 
purposes might be regained by introducing a varying rate in 
one of the other taes. There is no necessary reason why the 
tax rate should alw.ays be the same from year to year. In the 
case of taxes on business or on corporations, indeed, it would 
be highly inadvisable to alter the rates from year to year as 
tending to unsettle busine.ss. But to other forms of taxation 
this objection would not apply.* England secures elasticity 
by varying the rate of the income tax from year to year. There 
is no reason why in the American states the rate on the in¬ 
heritance tax should not be modified from time to time so as 
to secure a slightly greater or slightly smaller revenue. The 
change in the tax rate on inheritances cannot very well bring 
about a change in the death rate of the people whose property 
is inherited. Secondly, if the above scheme should not approve 
itself to the community, we might adopt the suggestion which 
was accepted by the New York Special Tax Commission of 1907, 
namely, that the state should accumulate a surplus which it 
would hold to meet any possible deficit, and that if the surplus 
exceeded a certain figure it should be automatically returned to 
the localities for the relief of local taxation. Thirdly, how¬ 
ever, and better than either of the other plans, the most ob¬ 
vious and simple method is to utilize as the elastic feature the 
apportionment-by-expenditure method described in the pre- 
, ceding paragraphs. If any more money is needed in any one 
year, so much more can be apportioned to the counties. 

• I am unable to share the fears of Professor Bullock in this respect, as 
expressed b the article cited above. 
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In one of these three ways elasticity could without much 
doubt be secured. 

The third and final objection to the separation of state and 
local revenues is that the localities cannot afford to relinquish 
to the state any sources of revenue which they now possess. 

It is claimed, for instance, that many of the rural counties 
which now secure a large revenue from the tax on the property 
of the transportation companies which happen to traverse them 
cannot afford to lose this revenue. 

We here come to a point which has been much neglected in 
the discussion of the subject; namely, an insufficient analysis 
of what is really implied in the separation of state and local 
revenues. 

As I conceive it, there are really two kinds of separation 
which might be termed respectively the segregation of source 
and the division of yield. Segregation of sountc means that a 
different source of revenue should be utilized for state pur¬ 
poses from that which is used for local purposes. It is this 
which is meant when we say that the stab; should no longer 
derive its revenue from the general property tax. But there 
is an entirely different method of attaining the same result; 
namely, by the exclusive state assessment of certain sources 
of revenue coupled, however, with an apportionment of a part 
of the proceeds to tlu; localities. For instance, the inheritance 
tax ought to be levit'd by the state and not by the locality; 
therefore there would be here a segregation of source in the 
assessment. There is, however, no reason why, after the tax 
has been collected, a part, of the proceeds should not be ap¬ 
portioned to the localities, although not necessarily in accord¬ 
ance with the sums raised therein. As to the corporation tax 
the best plan would indeed be, as we have learned,* to have the 
state levy an independent tax on the corporation as a whole, but 
to reserve to the localities the tax on the corporate real estate (or 
in the case of railroads even only on the non-operative railroad 
property) with the further allocation to the locality, in case of 
need, of a portion of the state tax. The excise tax in New York 
was admirably administered by the state officials, yet one-half of 
the proceeds was returned to the localities. The division of yield . 
of a tax is perfectly compatible with a segregation of the source 

* Snjnu, chap. viii. In this way the edge would he taken off the objections 
raised by Professor Bullock and Professor Brindley that a revenue from cor¬ 
porations is needed tor local purposes. 
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of a tax. The trouble with our present system is that we attempt 
to make a local assessment of all property and then add some¬ 
thing for the state, thus producing all the evils of the actual 
situation. What should be done, and what is beginning to 
be done in some places, is to leave the property tax on individuals 
and if necessary the real estate tax on corporations entirely 
to the local divisions and to develop a system of taxation 
assessed in first instance by the state, but with an apportion¬ 
ment among the localities of so much of the proceeds as may be 
necessary. We must not confuse segregation of source with 
division of yield. If we establish a separate system of state 
taxes, that is, a tax levied and assessed in first instance by the 
state, and if we then find, as can easily be accomplished, that 
the revenue is more than adequate for state purposes, it will 
be a simple matter to arrange for a distribution of the overplus 
among the localities. 

As stated earlier in this paper, the difficulty is not with the 
social income as a whole. There is in the community an abun¬ 
dance of wealth which h-as never been tapped. The difficulty lies 
in the present method of apportioning the burden. 13y raising 
local revenues primarily from those .sources which exist in abund¬ 
ance in the localities, and which are by nature local in character, 
and by retaining for state assessment those taxes which have 
a wider economic basis, we can be just to all demands of both 
state and locality without imperilling the fiscal situation in 
either, and at the same time securing a freedom from all the 
difficulties that beset us at present. The separation of state 
and local revenues includes two distinct phases, the segregation 
of the source of revenue and the division of yield of the tax. 
The real principle is to reserve a direct taxation of property for 
the localities and to hand over to the state all the other impor¬ 
tant sources of revenue, dividing a part of the proceeds among 
the localities and possibly making up any part of the deficiency 
for the state through the system of apportionment by expendi¬ 
ture. In this way we may secure all the advantages of separation 
of state and local revenue, and yet avoid the dangers and pitfalls. 

It will be seen from the above presentation that separation 
. of state and local revenue is by no means identical with what 
is sometimes called local option in taxation—a term in itself 
unfortunate for reasons that have been mentioned above. Sepa¬ 
ration does, indeed, involve some measure of choice by the 
localities, and that is, in fact, one of its great advantages; but 
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local option may obviously be carried to im extreme. The lib¬ 
erty of taxation on the part of separate local communities must 
not be permitted to disrupt the general scheme of taxation, or 
to imperil business activities through a rivalry in the application 
of the taxing power. What has been so laboriously gained in 
state taxation through the intervention of the national authority, 
which prohibits the state taxation of interstate commerce, must 
not be lost in local taxation through the absence of state control. 
What the separation of state and local revenue seeks to accom¬ 
plish is, as we shall see below, to make it possible for localities 
ultimately to exempt personal property from local taxation. So 
far as a flexibility of local revenue may render this possible, it is 
desirable to grant to the locality, at least to this extent, a lati¬ 
tude of exemption. But this is far from being synonymous with 
a general demand for complete local option. That is a proposi¬ 
tion which deserves discussion on its own merits, and to which 
valid arguments may undoubtedly be opposed.' Let us not 
endanger the attainment of the principle of separation by con¬ 
founding it with a far more radical system of complete local 
option. 

Another widespread fallacy is the assumption that separation 
of state .and local revenues is in some way opposed to the policy 
of centralization of fiscal administration, which is now proceed¬ 
ing .apace in our American commonwealths with such admirable 
results.^ As a matter of fact, there is no opposition at all 
between these programs. The separation of state and local 
revenues means practically that the central or state government 
should be given more powers in the original assessment of certain 
taxes. Under the primitive system, still in force in most of our 
states, all the taxes are .assessed locally, with no supervision or 
interference on the part of the state authorities, save through 

■ Cf. the article by Professor Bullock, “Local Option in Taxation," in the 
Proceedings of the Fifth Conference of the Natiorud Tax Association, 1912, p. 
271 et seq. Professor Bullock concedes that there is no necessary connec¬ 
tion between local option and separation of state and local revenues. 

2 Neither Professor Adams nor Professor Bullock can be declared free 
from a share in this error, it we are to judge from the articles mentioned 
above on page 357, note 1. The same may be said of Professor Brindley, 
“The Problem of Tax Reform in Iowa,” in Addresses and Proceedings of the 
Fourth Conference of the National Tax Association, 1911, pp. 155-156. Yet 
in the same breath while opposing segregation Professor Brindley advocates 
“the local taxation of local business and local property and the state taxar 
tion of business and property which is non-local in character 1 



368 ESSAYS IN TAXATION 

the ineffectual device of the state boards of equalization. Under 
the more modern system, first one and then another source of 
revenue is taken over by the state government and administered 
directly by it, instead of by the locality. This is the case with 
the railroad taxes in most of our state.s, with the corporation 
taxes in general in many of our states, and with the liquor li¬ 
censes in some of our states. The same is true of the newer 
taxes the assessment of which has never been in the hands of 
the local authorities at all, like the inluiritance tax and the 
New York stock exchange tax. In all these cases separation of 
state and local revenues means centralization of administration. 
The one goes hand in hand with the other. 

So far as the general {)roperty tax, or even the tax on real 
estate, is concerned, it is undoubtedly true that considerable 
progress has been made in those states which have succeeded in 
securing an effective state control over local assessments. But 
the inherent defects of the general property tax as the chief 
source of public revenue are such that no complete cure can be 
hoped for through mere centralization of administration. Even 
were this not true, however, the relegation of the general prop¬ 
erty tax to the local divisions would not in any way conflict with 
the principle of effective central control over local assessments. ‘ 
Separation of source is one thing; control of administration 
is quite another thing. The warmest advocates of a more 
efficient administration through centralization are not in any 
way precluded from lending their support to the policy of sepa¬ 
ration. Let us not confuse things so essentially disparate. 

IV. The History of Separation 

We come finally to the history of the separation of state and 
local revenues. 

The separation of state and local revenues in the sense of a 
provision for independent state taxes was recommended as early 
as 1879 by the state assessors of New York. The recommenda¬ 
tion was worked out by the tax commission of 1881, created for 
that purpose, and was renewed by the comptroller in 1886, 
in a special report on salaries, taxation and revenue. The sug¬ 
gestion was further elaborated by the revenue conunission of 

• In New Jersey, for instance, these two thin^ have gone hand in hand. 
See J. M. Mathews, “Tax Administration in New Jersey,” in The Joumai 
cf Political Economy, vol. 20 (1912), p. 736. 



THE SEPARATION OF STATE AND LOCAL REVENUES 389 

Illinois in 1^6 and by the Maryland tax commission in 1888. 
From that time on, however, we find comparatively little atten¬ 
tion paid to the project, until the present writer took the matter 
up during the next decade. With the new century the discus¬ 
sion became more active.* 

In practice, moreover, some progress is to be noted. In many 
states a beginning had been made by securing for state purposes 
a supplementary revenue over and above that from the general 
property tax. But this partial acliievement .secured few of the 
advantages of real separation except possibly that of a moderate 
reduction in the tax rate. In a few states, as in West Virginia, 
during the past few years, more progress has been made by 
cutting down the state tax on general property to a minimum, 
and thus achieving what the tax-commissioner calls a “practical 
realization of separation.” Again, in a few of the smaller eastern 
states, like New .lersey, Connecticut and Delaware, where the 
commonwealth expenses were relatively slight, it was found 
practicable to defray them almost entirely from taxes on corpo¬ 
rations. In New Jersey, however, the school taxes are dis¬ 
tributed by the state, 90% going back to the county where 
they are raised, 10% going to the state schools and to the poorer 
counties. Moreover, the railroad tax revenue so far as it is not 
reserved to the state is distributed according to county valua¬ 
tions. The chief example of separation has now for many 
decades been Peimsylvania, where the system, however, devel¬ 
oped so gradually as never to attract much attention. In 
Pennsylvania real e.state is not taxed at all for state purposes, 
nor is personal property, whether of individuals or of corpora¬ 
tions taxed for local purposes. The stete revenue is independent 
of the local revenue. Apart from Pennsylv.ania, New York was 
until recently the leading example of separation of state and 
local revenues, although from the local point of view the separa¬ 
tion was not complete because corporations were, and still are, 
subject to the general property tax for local purposes. So far, 
however, as the chief point is concerned, namely, the abandon¬ 
ment of the general property tax for state purposes. New York 
for a time, in practice reached the separation of state and local 
revenues. 

The creation of an additional and independent source of state 

‘C/. D. C. Westenhaver, of Martinsburg, W. Va., The Separation of 
State and Local Revenues. A paper read at the National Conference m Tam- 
lion, held in Buffalo, May, 1901; and separately published. 
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revenue over and above that from the general property tax 
began in New York over a quarter of a century ago, but it was 
not until the early nineties that the author was fortunate enough 
in impressing upon the authorities the importance of a system 
of more complete separation. Ever since that time the process 
went slowly forward, until in 1906 the final step was taken and 
provision was made for securing the entire state revenue—be¬ 
tween thirty and forty millions of dollars—from other sources 
than the general property tax. The separation, however, was 
not enforced by any specific law; it was simply the result of an 
annual legislative decision.* 

Had conditions remained normal, it is not unlikely that the 
practice would have received permanent legal sanction. A few 
years, however, after separation had been introduced, there 
came an extraordinary and prodigious increase in the state debt 
which for some years had stood at a little under ten million dol¬ 
lars. The contemplated improvement of the Erie canal called for 
an outlay of over a hundred million dollars, and the new scheme 
of improved state highways, with contributions to the towns 
and counties, was made possible by an additional loan of fifty 
millions. It was this fact and not any extravagance in general 
expenditures, as has sometimes been claimed, that was respon¬ 
sible for the inadequacy of the customary revenues. For the 
ordinary revenues, exclusive of any direct tax, just about kept 
pace with the expenditures exclusive of those connected with 
the new canal and improved highway funds.^ The interest 
and amortization charges on this new and huge debt had now to 
be met out of the annual appropriations, and the sudden increase 

‘ The separation was never technically complete. Even from 1906 to 
1911 an insignificant direct tax on property was levied to meet the expenses 
of the court stenographers. This tax varied from $218,000 in 1906 to 
$228,000 in 1911. It was and is, however, levied by judicial districts and 
the rate depends entirely upon the amount needed by that district. Ex¬ 
cept for the fact that the boundaries of these districts are not coterminous 
with county boundaries, the tax is the equivalent of a county tax. In 
most states, in fact, these expenses are paid by counties. 

* This is clear from the following table; 

Receipts prom othsr ExpENDirtrRES, exclustve 

THAN THE BO-CALIAID OP THE CaNAE AND HlSB- 

Dibect Tax wax Funds 

1905 $23,813,9.59 $24,511,947 

1911 34,401,611 34,129,638 

Cf. Annual Report of the Comptroller of the State of New York, Albany, 1912, 
pp. 96 and 100. 
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of expenditure disarranged the whole fiscal scheme. This event¬ 
uality had been foreseen by the Special Tax Commission of 1907, 
of which the author was a member, and a plea had then been 
made for the provision for some elasticity in the budget. The 
plea, however, was unheeded because the danger seemed to be 
remote and because there still was a substantial surplus in the 
treasury. When, now, in 1911 the legislature was confronted 
by this fiscal emergency of largely increased expenditures for 
debt service, without .any addition.al revenues to meet them, the 
simplest way out of the difficulty seemed to be a return to the 
so-called direct tax, l).as(al on tin; old .apportionment according 
to assessed valuations of property. Accordingly in 1911, after 
the lapse of five years, the old system was .again put into force, 
and a direct property t.ax of over six millions w.as imposed, in¬ 
creased in 1912 to meet the increased sinking fund requirements 
to over ten millions. In the same w.ay, the lack of any provision 
for elasticity led Connecticut, which had .abandoned the direct 
property tax for state purposes in 1890, to reintroduce it, al¬ 
though at a low rate, in 1911. The responsible factor, however, 
in Connecticut was not so much the appearance of a sudden 
emergency as the disinclination of the important interests 
affected to accede to any increase of the specific taxes. 

On the other hand, what had for the time been accomplished 
by custom in New York and Connecticut was brought about by 
law in California in 1910-11. California had long suffered from 
the evils of the old system and h.ad become restive. Largely un¬ 
der the inspiration of Professor Plehn, of the University of Cali¬ 
fornia, the state tax commission recommended the adoption of 
the policy of separation in its reports of 1905 and 1906. A.fter 
an unsuccessful attempt in 1908, the plan was finally authorized 
by constitutional amendment in 1910 and put into force by 
the statute of 1911. According to the now California system 
the state now taxes all corporate franchises,' all banks (except on 
their real estate), and all so-called public utilities sueh as railroad, 
express, telegraph, telephone, gas and electric companies, the 
property of which used for operative purposes is withdrawn from 
local taxation. These new taxes, together with the inheritance 
tax and the poll tax were designed to meet all the state expenses 
and to render possible the abolition of the .state general prop¬ 
erty tax. This result was actually accomplished in 1911 amid 
general satisfaction on the part of the localities as well as of the 
> As to the meaning of “franchises” see supra, p. 226. 
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state government.* It is hoped that this will continue to be 
the case in the future. Whether this hope will be realized re¬ 
mains to be seen. Judging, however, from the experience of 
New York and Connecticut, there is grave danger that, unless 
the system is rounded out by some method designed to secure 
elasticity, separation will not have been permanently achieved. 
At all events, the example of California is important as indicat¬ 
ing the trend of public opinion in the United States. 

V. The Outcome 

There remains a word to be said about the ultimate outcome 
of the process of which the separation of state and local revenue 
is only the first step. To discuss this as it deserves to be 
discussed would need a separate chapter. All that I shall here 
attempt is to give a faint indication of the probable develop¬ 
ment. 

In a primitive democratic community, the simplest way to 
reach the taxable ability of the individual is, as we have seen,^ 
through his property. The general property tax is a satisfactory 
index of relative taxable faculty because the property is homoge¬ 
neous. To tax the individual and to tax the property of the 
individual is virtually the same thing. But in modern times 
property is no longer homogeneous. With the development 
of commerce and industry on a vast scale, property splits up 
into all sorts of forms and the old homogeneity disappears. 
It becomes practically impossible to reach all forms of property 
equally. But as soon as it becomes in practice, as is the case 
everywhere, an uneven tax, the social consequences of taxation 
make themselves felt. The taxation of certain kinds of prop¬ 
erty is no longer the taxation of the individual who owns the 
property. He may pay the tax, but he no longer bears the tax. 
The vast economic forces which affect the property relations of 
class to class make themselves felt. Some taxes are shifted 
onward to other classes, and are, perhaps, ultimately diffused 
throughout the community. Some taxes are shifted backward 
to the original owner and through the process of capitalization 
are discounted by the new purchaser of the property. Thus, 
while some taxes remain on the owner, others finally disappear 

* Cf. the Special Report on Taxation shomng the first Effects of Separation 
on State, County and Municipal Revenue and Taxation. Sacramento, 1911. 

• Supra, chap. ii. 
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of expenditure disarranged the whole fiscal scheme. This event¬ 
uality had been foreseen by the Special Tax Commission of 1907, 
of which the author was a member, and a plea had then been 
made for the provision for some elasticity in the budget. The 
plea, however, was unheeded because the danger seemed to be 
remote and because there still was a substantial surplus in the 
treasury. When, now, in 1911 the legislature was confronted 
by this fiscal emergency of largely increased expenditures for 
debt service, without .any addition.al revenues to meet them, the 
simplest way out of the difficulty seemed to be a return to the 
so-called direct tax, l).as(al on tin; old .apportionment according 
to assessed valuations of property. Accordingly in 1911, after 
the lapse of five years, the old system was .again put into force, 
and a direct property t.ax of over six millions w.as imposed, in¬ 
creased in 1912 to meet the increased sinking fund requirements 
to over ten millions. In the same w.ay, the lack of any provision 
for elasticity led Connecticut, which had .abandoned the direct 
property tax for state purposes in 1890, to reintroduce it, al¬ 
though at a low rate, in 1911. The responsible factor, however, 
in Connecticut was not so much the appearance of a sudden 
emergency as the disinclination of the important interests 
affected to accede to any increase of the specific taxes. 

On the other hand, what had for the time been accomplished 
by custom in New York and Connecticut was brought about by 
law in California in 1910-11. California had long suffered from 
the evils of the old system and h.ad become restive. Largely un¬ 
der the inspiration of Professor Plehn, of the University of Cali¬ 
fornia, the state tax commission recommended the adoption of 
the policy of separation in its reports of 1905 and 1906. A.fter 
an unsuccessful attempt in 1908, the plan was finally authorized 
by constitutional amendment in 1910 and put into force by 
the statute of 1911. According to the now California system 
the state now taxes all corporate franchises,' all banks (except on 
their real estate), and all so-called public utilities sueh as railroad, 
express, telegraph, telephone, gas and electric companies, the 
property of which used for operative purposes is withdrawn from 
local taxation. These new taxes, together with the inheritance 
tax and the poll tax were designed to meet all the state expenses 
and to render possible the abolition of the .state general prop¬ 
erty tax. This result was actually accomplished in 1911 amid 
general satisfaction on the part of the localities as well as of the 
> As to the meaning of “franchises” see supra, p. 226. 
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through exclusive state taxes or by substitutes for the per¬ 
sonal property tax or by federal taxes, the line of least resist¬ 
ance in the effort to get rid of the obnoxious tax on personalty 
is through the freedom that may be granted to certain local¬ 
ities to make experiments in this direction. The mere fact 
that freedom of exemption may go farther than this and possibly 
lead to the exemption of improvements as well, or the so-called 
local single tax, ought not to terrify us. As we have seen else¬ 
where * the exemption of improvements in local taxation is on 
the whole undesirable. But that is after all a matter of rela¬ 
tively minor importance compared with the iniquity of the 
present methods of the general property tax. The extent to 
which exemption ought to go, moreover, may well be regulated 
by state law, and thus the dangers of complete local option 
be avoided.^ But there is surely no reason why certain local¬ 
ities should not, if they so choose, experiment with the exemp¬ 
tion of personal property. Where the general property tax 
is utilized only for local purposes, it will be far easier to ac¬ 
complish the result than where it is used also for state revenues. 
This conclusion is confirmed by the history of the reform in 
England. Had the local rates also been utilized for general 
state purposes it is not likely that personal property would 
have been so readily exempted in 1^0. Separation of state 
and local revenue would put us in the position which has been 
attained by England for almost three-quarters of a century. 

But if the separation of state and local revenues should lead 
to the local exemption of personal property, two questions 
that will naturally present themselves are: first, how will 
great wealth be made to bear its share; and second, how is 
the burden on the farmer to be lightened. 

As to the first point, it may perhaps be queried whether a 
better way of reaching great wealth is not by curtailing the 
special privileges which so often make great wealth possible. 
Without, however, developing this point here, it may be affirmed 
that if we desire to reach the results rather than the sources 
of great wealth, a method stands ready at hand. By developing 
the inheritance tax we shall accomplish the advantages of a 
personal taxation without its drawbacks. Moreover the devel- 

' Supra, pp. 93-05. 

’ So in Germany, under the laws of 189.3-5 the local communities have a 
rather wide latitude, within broad lines laid down by state law, as to the 
choice of local revenues. Cf. infra, p. xvii, sec. iv. 
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optnent .of an income tax assessed by state officials according 
to a general scheme might be expected to work more success¬ 
fully than the discredited personal property tax, administered 
by local officials. With the corporation tax, the inheritance 
tax and the income tax we shall go far toward reaching the 
main elements of modern fortunes. The difficulties here, 
indeed, arising from the conflicts of state jurLsdiction are great, 
but not insuperable. They will bo overcome either by the 
development of a system of interstate comity, or perhaps by a 
further application of the principle of division of yield, whereby 
the taxes will be assessed in first instance on a uniform basis 
by the federal government and then apportioned according to 
constitutional methods among the states.' 

The second problem is that of the farmer. If the local tax 
is primarily on real estate, and if, as frequently happens, the 
conditions of production are such that the farmer is unable to 
shift the burden of the tax to the consumer, what can be done? 
Here a double avenue of escape is open. In the first place, 
many of the expenditures of local communities ought to be 
defrayed by the state government. Even now, in several of our 
commonwealths, state roads arc being constructed throughout 
the local divisions because transportation is being recognized 
as affecting the interests of the whole state. But if certain 
roads ought to be state roads, and con.structed at state expense, 
why should not certain schools Ire state schools and conducted 
at state expense? Education, like transportation, is more than 
a merely local matter. 

In the second place, while the expenditure side may be cut 
down in this way, the revenue side may he. augmented by an 
application of the principle of the division of yield whereby 
the overplus of certain taxes like the state excise tax or the 
corporation tax or the inheritance tax or even the possible 
state income tax of the future is distributed among the localities. 
Thus the burden on the local real estate will be decreased rather 
than augmented. Under the present .system the farmer pays 
not only his own taxes, but in large part the taxes of the rich 
men of the rest of the state. Under the new system of separa¬ 
tion of state and local revenue, carried to its logical conclu¬ 
sion, the farmer will pay less and get more; and what is true 
of the farmer is true of other classes. The tax burden will 


‘ Cf. infra, chapters xii. and xxi. 
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be shifted from the individual to the economic phenomena 
themselves. 

Let us remember, in conclusion, that the real meaning of the 
separation of revenues is the separation of state revenues from 
dependence on the local revenues. It does not mean the separa¬ 
tion of local revenues from dependence on state revenues. 
Practically it means that state revenues should not be derived 
from a share in the locally assessed property tax: it does not 
mean that the localities should be prevented from securing a 
share of the state-assessed corporation, inheritance, income or 
other taxes. Separation of revenues is one thing; division of 
3 ueld is another. The objective of separation is the liberation 
of the state from dependence on the vagaries and inefficiencies 
of local asse.s.sment of property. 

The problems of taxation in the United States are becoming 
every year more complex. In order to solve them we must 
keep in mind the ultimate goal, and be prepared to take the 
first step. The ultimate goal is the accommodation of fiscal 
methods to our changed economic conditions. One of the 
first steps, at least, is the separation of state and local revenues.* 

* The chief conclusions of this chapter arc now confinned in Mabel 
Newcomer’s comprehensive study of this topic referred to supra, p. 357. 
Her investigation closes in the following words: “In the states when it has 
bron introduced thus far it has been a mark of progress.’’ 
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THE UELATIONS OF STATE AND FEDERAL FINANCE* 

The existence of several concurrent or overlapping tax juris¬ 
dictions has always been a source of more or less difficulty. It 
is especially, however, in federal states that the problem as¬ 
sumes its most acute form, and it is primarily in recent years 
that the complications have been vastly increased by the new 
developments of economic life. The problem is not peculiar 
to the United States, for the relations of local and imperial 
finance have long agitated the minds and taxed the abilities of 
British statesmen; while in federal states like Germany, Swit¬ 
zerland, Canada and Australia we have, as in the United 
States, the three-fold complications of local, state and federal 
fiscal adjustments. The problems are, with slight variations, 
everywhere analogous. 

In the United States it is only of late that the difficulties 
have presented themselves in full force. Local expenditures 
were at first of slight importance; state revenues were derived 
from tacking on an addition to tin; well-nigh sole source of 
local revenue—the general property tax; federal revenues 
were by constitutional arrimgement and well-settled custom, 
restricted as a rule to import duties and to a few categories of 
internal-revenue taxation. 

Of late years, however, a three-fold change has occurred. In 
the first place, the growing inadequacy of state and local rev¬ 
enues has led to the selection of new sources of income, some 
of which were also occasionally utilized by the federal govern¬ 
ment. Secondly, the vast economic changes, which have broken 
down state lines and made industry national, have disclosed to a 
great degree the inherent weaknesses of certain forms of state 
taxation, and have led to the demand for some method of na¬ 
tional supervision or regulation in order to secure uniformity. 
In the third place, the well-nigh complete failure of the general 

' This chapter was originally publisheil in the Addresses and Proceedings 
of the Third Conference of the International Tax Association, Columbus, 1910, 
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property tax in state and local finance and the growing belief 
that large fortunes are evading their share of the public burdens 
have engendered a widespread demand for some more effect¬ 
ive method of reaching the wealthier classes of the community. 
These three causes have conspired to bring the subject of the 
relations of state and federal finsmcc to a focus, so that it is 
now in the forefront of popular interest. 

It behooves us, therefore, to give careful attention to this 
topic, and to endeavor to ascertain whether there do not exist 
some underlying principles of widespread application which 
may serve as a guide to the legislator and the administrator. 

Looking at the subject in its largest aspect, it may be stated 
that there are at least three general considerations which must 
be borne in mind, in the attempt to make a permanent choice of 
revenues for each of the competing tax jurisdictions. These are 
respectively the considerations of efficiency, of suitability and of 
adequacy. Let us take these up in turn. 

I. The Principles of Efficiency and Suitability 

The problem of efficiency in taxation is naturally of vital im¬ 
portance. No matter how well-intentioned a scheme may be, 
or how completely it may harmonize with the abstract principles 
of justice, if the tax docs not work administratively, it is doomed 
to failure. It is clear that the effectiveness of different taxes 
depends upon the nature of the tax, as well as upon the character 
of the administration. A tax on land, for instance, is apt to be 
best administered by local authorities; for it is, after all, the 
local assessors who may be presumed to possess the most exact 
knowledge of the local conditions upon which the value of the 
land depends. State supervision may, indeed, be desirable for 
certain purposes, but into that question we do not propose here 
to enter. In the main, a locally administered land tax will be 
relatively efficient. 

Other taxes are less obviously local in character or are less 
well fitted for local assessment because of administrative diffi¬ 
culties. A good example, for instance, is to be found in the 
liquor-license tax known in New York as the Excise Tax. When 
the assessment of the tax was transferred a few years ago from 
local to state officials, the effectiveness of the administration 
was so enhanced as vastly to increa.se the revenue. The ad¬ 
ministration was removed from local politics, but was not 
plunged into state politics. Centralization of administration 
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here, as in many other domains of political life, has been found 
to approve itself to the popular mind. 

Just as the state administered revenues have been found in 
some cases to be superior to locally administered revenues, it 
may be expected that federally administered revenues will in 
some cases be superior to state administered revenues. For 
not only is the fccleral administration in some respects superior 
in efficiency to that of the state, but the very character of the 
tax may render effective supervision far easier in the one case 
than in the other. The administration of the income tax, for 
instance, would undoubtedly be far more effective in the hands 
of the federal government than in those of the state government 
because of the difficulty, as wc shall see, of localizing and ade¬ 
quately controlling incomes. Other instances of this distinction 
between administrative efficiency and inefficiency might readily 
be multiplied. 

The second consideration is that of suitability. Are there 
any sources of revenue which are naturally more suitable for 
utilization by one tax jurisdiction rather than another? This 
is really a problem as to the basis of taxation. Is the basis of a 
given tax wide or narrow? Obviously, in proportion as the basis 
of a tax is more and more extended, the argument in favor of its 
utilization by the broader tax jurisdiction becomes correspond¬ 
ingly strong. Thus, one of the principal rciisons, in addition to 
that previously mentioned, wdiy the tax on real estate is not 
employed by the central government, is because the basis is so 
narrow a one. It is chiefly because the tax on real estate is 
unsuitable for the general revenue system that it is everywhere 
becoming more and more relegated to the local jurisdictions. 
This tendency is universal throughout the civilized world, and 
the seeming counter tendencies which are illustrated by some 
of the proposals in the new British budget could easily be 
explained away for entirely different reasons. So far as the re¬ 
lations between state and federal finance, at all events, are con¬ 
cerned, there is no doubt that a tax on real estate is obviously 
unfitted for the federal government. We in the United States 
have had but three instances of such a tax, of an entirely 
ephemeral nature, and in the main so unsuccessful that its 

repetition is exceedingly doubtful. 

While real estate, with its narrow ba.sis, stands at one extreme 
of the scale, we find at the other extreme, with a very wide b^is, 
articles of general ransumption. The \videst possible basis is 
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afforded by commodities of so-called mass consumption, like 
tobacco and spirituous beverages; and we accordingly find that 
in the United States, as everywhere else, taxes on these com¬ 
modities are reserved for the use of the broadest tax jurisdiction. 
Almost without exception the American states have voluntarily 
refrained from utilizing this source of revenue because of the 
obvious unsuitableness of taxes on consumption for state pur¬ 
poses. The same is true to a still greater extent of customs 
duties, which are almost everywhere kept for national or federal 
use. So strongly were these conditions of suitability present 
in the minds of our forefathers, that the American Constitution 
not only expressly reserves the employment of import duties to 
the federal government, but provides in effect that the indirect 
taxes should be uniform throughout the country. It is clear that 
this desirable uniformity would be completely lost if the sepa¬ 
rate states were to arrogate to themselves this important source 
of revenue. 

The problem of suitability, however, with its considerations 
of wide versus narrow basis, has become of special importance 
to us in connection with three great (dasses of revenue,—the 
corporation tax, the inheritance tax and the income tax. In 
each of these cases various reasons, as we shall sec, have con¬ 
spired to put them forward as desirable constituents of a federal 
tax system; but it is beyond question that one of the controlling 
factors in this demand is the proven unsuitability, from some 
essential points of view at least, of these taxes for state purposes. 
This is due, alx»ve all, to the existence of interstate complica¬ 
tions and to the fact that the economic basis of each of these 
three taxes is a wide one, while the state administrative basis is 
a narrow one. 

With reference to corporations, this statement scarcely needs 
any further proof. There are, indeed, still to be found many 
small businesses in corporate form supplying primarily local 
needs. But the striking characteristic of modem business life is 
the existence of corporations whose products are consumed 
throughout the country and whose very location, as in the case of 
the transportation companies, is interstate in character. From 
the economic point of view, interstate lines have been com¬ 
pletely broken down, and the attempt to elaborate a successful 
system of state taxes on corporations has been frustrated in 
large measure by the existence of these interstate complications. 
It is well known, for instance, that the national tax on cor- 
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porations of 1909 was due almost exclusively to the endeavor 
to secure an adequate and uniform administrative supervision 
of corporations. As a purely fiscal measure, the new tax is open 
to almost every conceivable objection. It is, for instance, 
repugnant to the principles of accounting, because it deducts 
taxes before arriving at taxable net earnings, a proceeding as 
little justifiable as would be a state tax on corporations which 
deducted from the taxable basis the locally assessable taxes, 
or vice versa. It is repugnant to the principles of justice in 
taxation in that it provides for the deduction of sums payable 
as interest on bonded indebtedness. This practically means 
that the tax is a tax only on the stockholder and not on the 
bondholder. Why the man who invests $10,000 in railroad 
stock should pay taxes, and another, who invests $10,000 in 
bonds, .should go scot-free, has never yet been sh.own. The old 
argument that the bond represents indebtedness, while the stock 
represents property, is, as we know,* of little economic weight. 

It is a legal and not an economic consideration. If the real in¬ 
tent of the tax was to reach the peoi)lc who owned the property, 
there would be no justification in taxing only the class of 
property owners known as stocskholders. 

Finally, thirdly, even if the intent is to rciich only the stock¬ 
holders, the corporation tax is repugnant to sound principles of 
finance. For, as is familiar to all students, a special tax on a 
particular class of capital invested in coriiorations will lead to a 
so-called amortization of the tax; that is, the market value of 
the corporate shares will fall by an amount equivalent to the 
capitalized value of the tax, so that the future purchaser of cor¬ 
porate shares will have bought them free of the tax, discounting 
future taxes in the lower purchase price of the security. Thus 
the burden of the corporation tax will be borne by present stock¬ 
holders, leaving future stockholders free. 

From all these points of view, therefore, the federal corpora¬ 
tion tax might be declared to be violative of sound economic and 
fiscal principles. Nevertheless, all these objections are beside 
the mark, because the real intent of the tax is not fiscal, but 
social or regulative. It was because of the failure of the states 
adequately to regulate interstate corporations that this tax wm, 
devised. As a revenue producer, or even as a fiscal measure, it 
must be pronounced inadequate; but as a regulative measure 
it is pregnant of the most far-reaching, beneficial results. 

‘Supra, pp. 106-107. 
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Whether a satisfactory scheme of regulating large corporations 
can be attained through a purely fiscal measure may well be 
doubted. But since taxation can be, and often has been, utilized 
for social and regulative purposes, it may be expected that the 
regulative side of the corporation tax will serve as an entering- 
wedge to a more effective system. Thus the national cor¬ 
poration tax is a natural, and in principle on the whole a not 
undesirable, consequence of existing interstate complications. 

In the same way the demand for a federal inheritance tax is 
in large measure the result of interstate conflicts of tax juris¬ 
diction. Anyone who has taken the trouble to follow with care 
the working of the inheritance tax in our foremost common¬ 
wealths will realize that, as a revenue producer, it would be far 
more successful were it not subject to the difficulties of inter¬ 
state conflicts of tax jurisdiction. The fact that the English 
inheritance tax in 1909 yielded about twenty times as much as 
the New York inheritance tax cannot be explained simply by the 
difference in population or in the tax rate. It is in large measure 
due to the fact that the Englishman cannot evade the tax as 
can the New Yorker by transferring himself or his property to 
adjacent states, where no such tax exists. On the other hand, 
there have been in America frequent instances of double taxa¬ 
tion, as in the well-known case of the estate of a man whose 
property happens to be situated in another state being taxed 
by each state in turn. Thus the state assessment of inheritances 
means now undertaxation and now overtaxation—^the net 
result being glaring inequality. From this point of view a 
federal inheritance tax would be as superior to a state inherit¬ 
ance tax as the latter would be to a local inheritance tax. 

The same considerations, but in an intensified form, apply to 
the income tax. If there is anything that may be considered a 
well-settled induction from experience, it is that an income tax 
is more and more unsuccessful as the basis of the tax becomes 
narrower. In former times a local income tax was fairly work¬ 
able because incomes were chiefly local in their nature. In 
modem times, however, the income of the taxpayer, and es¬ 
pecially the income of the large taxpayer, has very little to do 
. with the locality in which he happens to live. Nay, more, in¬ 
comes nowadays, through the working out of economic forces, 
have become national and international in character, and at all 
events have far transcended states lines. A man may live in one 
state and may secure his income partly from real estate holdings 
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situate in another state and partly from investments in secu¬ 
rities of corporations whose earnings are derived in many other 
states. It is not easy for any local or state administration 
successfully to ascertain or adequately to control such income 
of its resident citizens. And unless some alternative method of 
reaching the income at the source- is devised, it will be almost 
equally difficult for a state or a local community to control 
the income earned within its borders by non-residents. While 
these difficulties arc indeed not insuperable, as has been shown 
by the recent experience of several of our commonwealths, it is 
obvious that they will not be present in the same degree if the 
income tax is levied by the national government. A federal 
income tax thus possesses advantages which are not shared by a 
state income tax. 

It will be seen, therefore, that so far as concerns the ques¬ 
tion of suitability, resting on the existence of conflicts of tax 
jurisdiction, the arguments in favor of federal corporation, 
inheritance and income taxes are of considerable weight. It 
would, however, be rash to conclude that the argument is con¬ 
vincing; for there still remains the third point, adverted to 
above, without a careful (ionsideration of which no final con¬ 
clusion can be reached. We come, in other words, to the 
principle of adequacy in taxation. 

II. The Principle of Adequacy 

If we look at revenue measures from the point of view of 
adequacy, it will be seen that the problem assumes a different 
form. Let us apply it first to the income tax. 

So far as considerations of revenue are concerned, it can 
scarcely be contested that the income tax is not needed for 
federal purposes.* Federal revenues in the past have in normal 
times been derived almost entirely from customs duties and 
internal indirect taxes. There is no reason why these sources 
should not suffice for the future. Without entering here upon 
the general question of the protective tariff, it may be con¬ 
fidently asserted that we can continue to secure a large Md 
growing revenue from import duties, whether the principle 
of protection be upheld in its integrity or not. Either a revenue 
tariff with incidental protection, or a protective tariff with 

»For a fuller treatment of this aspect of the question see Seligman, Thi 
Income Tax, 1914, pp. 031-658. 
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incidental revenue can be made to yield the desired income. 
And when we consider the immense population in the United 
States, it is beyond all question that even a simple system of 
indirect taxes will suffice to raise the remainder of the needed 
revenue. The internal revenue, exclusive of the income tax, 
yielded at the close of the Civil War almost 1300,000,000 a year, 
and if we take into account the prodigious increase in wealth and 
in consumption during the forty years that have elapsed, it 
will be apparent that the internal revenue system of the United 
States might be made to yield to-day many hundred millions 
of dollars more than it actually does, without even approaching 
the number of taxes or the rate of taxation that existed during 
the Civil War. It seems reasonable to believe that the prospec¬ 
tive expenditure of the United States may be readily supplied 
by import duties, together with a few internal revenue taxes.' 

A national income tax, therefore, is not needed for revenue. 
The argument in its fjivor, however, is none the less strong. 
If not indeed for revenue, it is needed for justice. This is due 
to the complete breakdown of the general property tax in state 
and local finance. Under the existing state and local systems 
there is no doubt that we are unable to reach the possessors of 
large fortunes. The wealthy man stands from under, chiefly 
because the loop-holes in the general property tax have become 
so numerous that any adroit individual can avail himself of 
them. A federal income tax is justifiable on the score of equity 
under prevalent American conditions. 

I would here, however, sound a note of warning. It must 
not be imagined that a federal income tax would at once work 
well. The experience of Germany and even of England must 
not lead us astray. We have neither the administrative ma¬ 
chinery of Prussia nor the methods of doing business which 
are found in Great Britain. The lump-sum income tax of 
Prussia would be difficult in this country; the scheduled in¬ 
come tax of Great Britain would meet with almost as many 
difficulties here. It has taken England half a century to work 
out the problem of its income tax and to make it fairly suc¬ 
cessful; it would take us, perhaps, almost as long to make 
. even a federal income tax a complete administrative success. 

> Note to 9th edition. It must be remembered that this passage was 
written before the Great War. The change in the present situation is 
discussed in a subsequent chapter. 
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Thus those who hope for a fiscal or a social panacea in the federal 
income tax will probably be much disappointed. Moreover, 
if introduced into this country, it must be framed with the 
most extreme care and on lines far different from the measures 
of 1862 and 1894. 


One final advantage of the federal income tax which must 
not be overlooked is that it would render far easier the struggle 
that is going on in our various states to amend or to abolish the 
iniquitous personal property tax. The taxation of intangible 
personalty has be(aane a byword and a reproach to our American 
public life. All efforts to reform the system of the general 
property tax have thus far shatterisl against tlic rock of popular 
conviction that such wealth as consists of personal property 
ought not to be allowed to (-scape. If, now, we were to have a 
federal income tax, however unsuccessful it might be at first, 
it would take the wind out of the sails of these objectors; and 
the would-b(! reformers of the system of local and state taxation 
would no longer be met by the contention that personal property 
must be listed for taxation. For i>ersonal property would then 
be reached through the federal in(a)mc tax. It is significant that 
in England personal propi-rty was entirely exempted from all 
local taxation in the very same decade that the existing national 


income tax was imposed. 

Our conclusion would then be that, so far as the income tax 
is concerned, even though it be not needtxl for purposes of 
revenue, it is nevertheless a desirable adjunct to our scheme of 
federal taxation. It goes, of course, without saying, that, even 
apart from this question, the projected constitutional mov^ 
ment, legalizing the income tax, oiight to prevail. For even if 
the income tax were not to constitute a part of our normal reve¬ 
nue system, it would be deplorable in the (jxtremc if a mighty 
empire like the United States were unable to use this potent 

engine of revenue in time of need. ... . . 

When, howev(T, we come to consider the inheritance tax and 
the corporation tax, we find that the argument from the principle 
of adequacy is somewhat different. The income tax is not 
at present needed for state or local revenues, but tbe situation 
may before long become the same as in the case of the inherit¬ 
ance tax and the corporation tax. Every onti who is familiar 
with the recent developments of tax reform m the American 
states knows that the tendency is clear. There is a movement 
toward the separation of state and local revenues, with a reserva- 
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tion of the real estate tax to the localities. On the reasons for 
this world-wide movement it is not necessary or proper here 
to enter/ but it is pertinent to call attention to the fact that the 
general property tax is coming more and more to be restricted 
to the localities, and that the state governments have in conse¬ 
quence been compelled to reach out for new and independent 
sources of revenue. These new sources of revenue have consisted 
primarily of the corporation tax and the inheritance tax, supple¬ 
mented in a few cases like New York by some other forms of 
taxation. In some states this process has been entirely com¬ 
pleted, and the general property tax is no longer employed for 
state purposes, to the great advantage of all concerned. If, now, 
the federal government would seize upon either, or, still worse, 
both the inheritance tax and corporation tax, this entire salutary 
movement would have to be reversed. The assumption by the 
federal government of what it does not need for fiscal purposes 
and of what is seriously needed by the state government would 
be a calamity of the first magnitude—a calamity the full signif¬ 
icance of which can only be appreciated by those who, during 
the past few decades, have patiently watched and labored to 
help in bringing about the beginning of the great reform which 
is now apparent. The abandonment by the states of reliance 
on the aid afforded by the corporation tax and the inheritance 
tax is something that cannot be contemplated for a moment. 

On the other hand, as we have seen, both the inheritance tax 
and the corporation tax, like the income tax, are really more 
fitted for federal administration. How, then, are we to escape 
these two horns of the dilemma? According to the principle 
of suitability, the inheritimce, the corporation and the income 
taxes should be federal taxes; according to the principle of ade¬ 
quacy, the first two should be in whole and the third perhaps in 
in part state taxes. 

III. The Apportionment of Federal Revenues 

It is permissible, however, to suggest a method which will 
prevent us from being impaled on either of the two horns of the 
dilemma, and which may extricate us from the difficulty. Why 
is it not possible to secure all the ends of suitability by having 
the taxes administered by the federal government under general 
federal laws, and why is it not possible to secure all the ends 


Cf. tuvra, chap, xi. 
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of adequacy by having the proceeds apportioned in whole or in 
part to the various states? This is my solution of the difficulty 
let the federal government assess the taxes, and let the state 
governments profit by the taxes. 

This is by no means so new or revolutionary a suggestion as 
■I may appear, t h tmM in eome "«“ 

taes, and m not a few of the American commonwealths. In 
England, for instance, the inheritance tax is assessed by the 
central government, but a part of the proceeds is allotted to the 
loca government. The same is true of some other taxes in 
^ngland. In Germany the proceeds of certain indirect taxes are 
divided between the federal and the state governments, and one 
of the important features in the budgetary scheme of (ffiancellor 
von Billow was to have a federally administered inheritance 
tax, a part of the proceeds to go to the state.' In Canada it is 
well known that a large part of the provincial revenues is derived 
from the proceeds of taxes that are levied by the federal govern¬ 
ment. Other instances might readily be multiplied. In the 
United States also many of our separate commonwealths raise 
revenues which are apportioned to the local administrations. 
Even the federal government, as in the one famous instance 
of the distribution of the surplus in 1836, apportioned to the 
states the proceeds of federally assessed taxes. The question 
of the constitutionality of the scheme here suggested maybe left 
to the lawyers. My own opinion, expressed with all due diffidence, 
is that a constitutional method can be devised. But my addi¬ 
tional opinion, expressed without any diffidence, is that, if consti¬ 
tutional methods caimot be devised, the sooner a constitutional 
amendment is procured the better it will be. I can see no other 
avenue of escape from the difficulties that are looming up on all 
sides. 

It may, indeed, be claimed that the difficulties connected with 
the conflicts of state jurisdiction can be overcome in another 
way,—namely, by interstate agreements based on considerations 
of interstate comity, whereby each state will obligate itself to 
refrain from levying more than its equitable and proper share 
of the tax. While this consummation would be exceedingly 
desirable, it may well be doubted whether it is at all feasible. 
American experience has, unfortunately, driven home the lesson 
that the separate commonwealths cannot be depended upon 
voluntarily to relinquish any weapons which may constitution- 

' This plan was realised in 1920. 
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ally be employed in the struggle of local and sectional interests 
for economic advantage. Even if the majority of the states 
• could be induced to enter into such a compact, the defection 
or refusal of a few states would be sufficient to defeat the whole 
scheme. In other federal states, like Germany, e.g. it has been 
found necessary to achieve the desirable uniformity by imposing 
it upon the states through national regulation. It is clear, how¬ 
ever, that the American commonwealths would not brook such 
national interference, ami that the accomplishment of the de¬ 
sired end would re(|uire a constitutional amendment which it 
would be well-nigh impossible to secure. 

Moreover, even if sucli interstate uniformity could be reached 
in this way, it w'ould at be.st apply only to the inheritance tax. 
It was because of its hope of (“ffeeting some su(;h reform that 
many have expre.ssed their strong preference for a state inherit¬ 
ance tax. But even the thoroughgoing acceptance of the princi¬ 
ple of interstate comity would still fail to meet the problem in¬ 
volved in the corporation tax—the problem, viz., of reaching 
the corporate earnings derived exclusively or in large measure 
from interstate business. When even the economic apportion¬ 
ment to each state of its proper share of revenue from such com¬ 
plex sources is so difficult a matter to accomplish, the problem of 
the fiscal adjustment of interstate difficulties by purely state ad¬ 
ministrative methods may be declared to be well-nigh insoluble. 

Unless therefore all the states carry out in good faith the 
principle of interstate comity as applied to the inheritance tax, 
through which alone a system of state inheritance taxes can 
justify itself, we are forced back to the scheme suggested above 
as the sole practicable alternative. 

This method of federal administration and state apportion¬ 
ment will accomplish everything that is needed. It will conform 
to the principles of efficiency and of suitability, because the taxes 
in question can best be administered by the federal government 
and because in that way alone the gross inequalities of the pres¬ 
ent system can be overcome; while on the other hand the sepa¬ 
rate states will secure the revenue which they need, and will be 
able to continue in the path of tax refonn which has been so 
auspiciously entered upon. 

Thus we reach the conclusion that, of the three great taxes 
about which the controversy has now become so acute, the in¬ 
come tax ought to be levied by the federal government and its 
proceeds utilized to diminish the burden of the national indirect 
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taxes, wth the possibility of the states tacking on additions 
for their own purposes or for local needs; that the corporation 
tax should be levied as a national tax by the federal govern¬ 
ment, but under a clear understanding with the separate 
states that the proceeds should be distributed, in whole or 
in greater part, to them; and that the same metlujd should 
be applied to the inheritance tax, unless the states see fit to 
adopt, in essence, the principle of interstate comity. To deter¬ 
mine the (?xact methods of repartition would be comparatively 
easy. For that would be a matter of detail, not of principle. 
The imj)ortant point is that some! adjustment be rea(ihed whereby 
the legitimate dtunands of equality and of uniformity may be 
complied with without those of efficiency and adequacy being 
sacrificed. The intere.sts of the states must at all costs be 
safeguarded, hut the difficulties inherent in a state administra¬ 
tion ol what has beconu! national in character must be avoided. 
The plan outlined above will aecomijlish this end. In this way 
and in this way alone can we do justice to tlu' underlying princi¬ 
ples of fiscal and social reform. In this way and in this way alone 
can the ndations of stat(' and federal finance be put on an endur¬ 
ing and a completely satisfactory ba.sis.' 

• Note U) 9th ed. (1921). In the deciule that has elapsed since this 
chapter waa originally written the out.sl.anding fact i.s the fi.scal revolution 
caused by the Great War. 'the general principles elaborated above are, 
however, still applicable to-day. For a fidler and more u])-to-datc dis¬ 
cussion ace injra, chapter x-xi on “The Relations of Federal, State and 
Local Revenues.” 



CHAPTER XIII 


THE IMPORTANCE OP PRECISION IN ASSESSMENTS * 

I. Democracy and Administration 

Ever since the days of Adam Smith, the demand for certainty 
has been one of the cardinal rules in taxation. Adam Smith 
borrowed his rule from one of the French writers. The arbi¬ 
trariness of the French system of taxation in the eighteenth 
century had assumed such proportions as already to pass beyond 
belief, and it is no wonder that the would-be fiscal reformers 
raised a loud note of protest against the utter lack of certainty 
and precision in the Frencdi system. 

It was not until the French Revolution that the worst evils 
of the system were swept away; but so fresh has been the recol¬ 
lection of these particular evils that from that day down to the 
very present, the whole system of French taxation has been so 
framed as to secure, even at the cost of certain other advantages, 
the ends of certainty and precision in assessment. 

The danger of arbitrariness in assessment can be well illus¬ 
trated in almost any absolute government. History is replete 
with examples that may be taken from any Oriental monarchy, 
and from imperial Rome. Many instances of the most shocking 
character might easily be taken from the existing absolute gov¬ 
ernments of the present. But absolutism is, unfortunately, not 
the only home of arbitrariness in taxation. Strange to say, 
democracy no less than absolutism is almost equally exposed to 
this danger. The danger, indeed, assumes a slightly different 
form. In absolutism there is a lack of law and of constitutional 
restrictions; in a democracy, like that of the United States, for 
example, which is the classic home of constitutional limitations, 
the danger lurks not in the law, but in the administration of the 
law; or rather, the law, which on its face seems to provide all 

‘ This chapter was originally published in the Addresses and Proceedings 
of the Second Conference of the International Tax Conference, Columbus, 
1909, 
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the constitutional guarantees of fairness and equality, breaks 
down more or less completely when exposed to the test of practi¬ 
cal application under conditions for which it was not originally 
framed. 

It is well known that in a democracy the difficulties of govern¬ 
ment arc primarily administrative rather than constitutional. 
Our constitutional problems have been, in very large part, satis¬ 
factorily solved; our administrative problems have scarcely been 
attacked. The weakness of democratic administration is pro¬ 
verbial,—and this is especially true in the case of fiscal adminis¬ 
tration. 

Our tax officials are almost uniformly elective officials, and it 
is a notorious fact that elective offi(!(‘rs arc but slightly immune 
from the gusts and passions of popular approval or prejudice. 
Nothing comes closer to tin; modern citizen than the amount 
of sacrifice which he is called upon to make in the way of con¬ 
tributions to the public support, and nowhere is there to be 
found a greater pressure, whether of individuals or of classes 
upon the government official than in the ease of assessments for 
taxation. The abuses which in absolutisms are due to the 
unchecked will of the absolute ruler are found duplicated in 
democracies, owing to the dependence of the official upon the 
electorate. 

This shortcoming of democratic administration is intensified 
by the inherent difficulties of modern economic life. In the 
complex industrial society of the present, with its delicate 
machinery and its subtle interrelations of all kinds, there is 
needed a far finer instrument of assessment than in former 
times. What is perfectly adequate for a primitive community, 
or a simple agricultural state, becomes glaringly insufficient in 
the modern industrial environment. Not only are the things 
themselves to be taxed increasingly difficult of location and 
appraisement, but the persons upon whom the assessment is 
levied become, under modem economic conditions, more and 
more elusive. And yet, just at a time when a more delicate and 
perfect machinery of assessment is required, a modem democ¬ 
racy contents itself with a clumsy and outlived mechanism, 
which is bound to give dissatisfaction. 

Here in the new world we suffer from an accumulation of 
evils. Not only is this the home of the greatest experiment in 
democracy that has ever been attempted, but it is also fast 
becoming the home of the greatest industrial differentiation 
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and complexity of social and economic organization. Either 
cause alone would suffice to create difficulties in tax assessments; 
combined, they form an almost insuperable barrier to success. 
Mankind has yet to learn the lesson of combining, in fiscal mat¬ 
ters at least, the great princii)les of lil)erty and efficiency. It is 
given to but a few countries to attain the administrative effi¬ 
ciency which is found, for instance, in the Prussian government. 
But that administrative efficiency is purchased at a cost of inter¬ 
ference with individual liberty, which would, in this country at 
least, be considered entirely intolerable. Bureaucracy is not 
democracy. If, therefore, we eliminate the bureaucr.atic admin¬ 
istration fis inapplicable to American conditions, we are still 
confronted by this (luestion; Which is better, the attempt to 
posit an ideal in taxation which shall seek to realize the principle 
of equal justice, even though we know that the endeavor to 
realize this ideal in practice will inevitably be marred by arbitra¬ 
riness in administration; or, on the other hand, the readiness to 
frame a less ideal scheme with the knowledge that in practice 
it would be attended with greater precision and certainty of 
operation? 

Put in this way, the answer can scarcely be doubtful. What 
statesmanship is trying to accomplish is not to pose abstract 
principles, but to accomplish advantageous results. And while 
the province of the scientist is indeed in part to elucidate 
fundamental principles, the publicist who is not to remain a 
mere closet philosopher must always narrowly watch the work¬ 
ing out of his abstract principles amid the hard facts of daily 
life. Especially true is this of the science of finance, where 
the border line between finance and administration is scarcely 
distinguishable. An ideal principle which is administratively 
unworkable is not for an instant to be compared with a less 
elevated ideal which can be actually carried out in practice. 
The chief trouble with our American democracy in matters of 
taxation has been that the people have blindly clung to an ideal 
which has become administratively impracticable; and that 
they continue to hope; against hope in expecting the impossible 
to happen. Our administrative methods are indeed slowly 
improving, but it will be a long time before that point of ad¬ 
ministrative excellence has been reached which will render 
possible the realization of the fiscal ideal. In the meantime, 
the disparity between the ideal and the practice is such as to 
create in our modem democracy some of the veiy worst evils 
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bf tax assessment which are common in countries without any 
tax ideals at all. 

I do not hesitate to assert that at the present time, in the 
United States, the chief evils in public finance arc to be found 
primarily in that lack of certainty and prcicision which were 
so vehemently emphasized by Adam Smith a century and a 
half ago. In fact, if we take a broad view of the modern de¬ 
velopment of taxation, we shiill find that one, at least, of the 
reasons for the great extension of indirect taxation throughout 
the world is to be found in the fact that here, at lea.st, under the 
improved modern sy.stems, we are abh; to attain a certainty 
and a definiteness which is lacking in the other domains of 
public revenue. The problem is on a large scale what the 
choice between ad valorem and s()ecifi(‘ duties is on a small scale. 
From the point of view of abstract justice there is no doubt that 
ad valorem duties are in th<! main more equitable, and yet sad 
experience has taught many a modern nation that there is in 
ad valorem duties such an inherent danger of arbitrariness of 
administration that they hav(', ])crforco, taken refuge, to a very 
barge extent, in a system of specific duties, which is administra¬ 
tively workable, .and which contains increased guarantees of cer¬ 
tainty and precision. 

II. American Conditions 

The chief examples of the evils of arbitrary assessments 
in the United States at present are found in three classes of 
taxation; the tax on real estate, the tax on p<!r.sonal property 
and the tax on corporations. Let us say a word as to each. 

In the case of real estate, the evils arc; comparatively insig¬ 
nificant, owing to the fact that real estate is visible and tangible, 
and that the impediments upon the transfer of real estate have 
been so far removed in this country its to make real estate 
almost as easily salable as personal proi)erty. Naturally where 
sales frequently occur, the selling value Ixicomes a matter either 
of record or of common knowledge. 

Notwithstanding this fact, experience has shown—especially 
in our larger cities—that the as,sessment of real estate is very 
largely arbitrary in character. In some cases the land is held • 
on long leases and sales are infrequent. In other cases a false 
purchase price is put in the deed, and in still other cases there 
are sudden changes, either up or down, in the value of the 
real es^'ate, due to more or less unpredictable changes in busi- 
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ness prosperity, in the opening up of new means of communica¬ 
tion or in the tides of fashion. As a consequence the true value 
of real estate becomes a matter of very expert knowledge; 
and as our tax departments are notoriously unable to secure 
the services of high-paid experts, the assessment is very largely 
left in the hands of more or less incompetent underlings. The 
result has been a system of haphazard assessment, which even 
with the best intentions, and with all absence of corrupt motive, 
has meant a decided inequality as between individuals. Where, 
as frequently occurs, separate parcels within the same city or 
ward are assessed at all the way from sixty to ninety per cent 
of their real value, we cannot speak of precision or equality in 
assessment. 

A way out of this difficulty has been indicated by the adop¬ 
tion, in part at least, of certain mathematical rules to guide the 
assessor. Such schemes have been applied by Mr. Somers, for¬ 
merly of St. Paul and by the Board of Taxes and Assessments in 
New York City. Without going into the details here, it may be 
said that the system consists in applying known, instead of un¬ 
known, factors to the problem, and in seeking to remove, as far as 
possible, the arbitrary guess of the a.s.sessor. Of course it must 
not be forgotten that the opportunity for the introduction of 
mathematical rules in the assessment of real estate is only a 
limited one, for at the bottom the basic values which are to be 
multiplied by this mathematical factor must largely remain a 
matter of individual judgment. In the last instance we cannot 
get away from the expert decision as to fundamental valuations; 
but to the extent that known are substituted for unknown 
factors, a decided improvement is possible, even in the case of 
real estate. ^ 

It is, however, in the case of personal property that the evils 
of discretionary opinion become far more flagrant. There 
is no need to repeat here the familar story of the breakdown 
of the general property tax; of the failure to ascertain the exists 
ence of many kinds of property, and of the shocking inequality 
of assessment, even where certain kinds of property are dis¬ 
covered. The adoption of mathematical rules of assessment will, 
of course, not help a whit in those cases where it is impossible to 
discover anything to be assessed. But in those instances where 
certain kinds of property are on the assessor’s books there is 
room for considerable improvement by the adoption of more 
precise and definite rules. 
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As a good example of what I mean by this statement, take 
the case of the mortgage tax. The assessment of mortgages as 
a part of the general property tax has everywhere become 
noxiously ineffective. The recent adoption of the recording 
mortgage tax, as in the state of New York, where all mortgages 
are, so to say, automatically subjected to taxation at the mo¬ 
ment of their creation, has brought about, among many other 
benefits, not only equality as between mortgages, but a decid¬ 
edly increased revenue to the treasury. 

Of a character similar to this is the substitution in some of 
the Canadian cities of the .so-called business tax or rentals 
tax, or the recent adoption in one of the Australian states of 
the so-called “abilities” tax, in lieu of the personal property 
tax. The imposition of a definite percfmtage upon the known 
rentals affords a simple and precise method of reaching property 
which otherwise would very largely escape notice altogether. 

Those who are familiar with the French system of taxation 


will remember that it is built up entirely on the idea of sub¬ 
stituting known for unknown facLors, and that while the system 
has certain disadvantages of its own, in so far as it does not 
attain the ideal of precise approximation to the exact conditions 
of the individual, it po.ssesses at all events the advantage of 
avoiding the haphazard guesses and arbitrary estimates which 
are almost inseparabhi from any democratic administration of 
personal or individual valuations. 

It is, howeviT, in the case of the corporation tax that the 
problem has become most acute in this country. The well- 
nigh universal system of taxing corporations is through the 
medium of the assessment of the corporate property. In 
some states, as oven in the great state of New York, for ex- 
afiiple, the local tax of corporations which, as almost every¬ 
where, is the one of most importance, is based upon the valu^_ 
tion of the corporate property by local officials. Under this 
system the most absolute arbitrary discriminations are made, 
as between the various localities, and it is a notorious fact that 
those corporations where it is physically possible to do so will 
often traasfer their ostensible chief office from one place to 
another, in order to secure a more complaisant assessor. In ^ 
other states, especially for certain classes of public service 
corporations, the valuation has been put into hands of a state 
boa^, which obviates indeed these glaring discrepancies as 
between localities, but which does not five any increased ae- 
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surance of exactness or precision. Even in such cases the 
abuses are frequent. And what is worst of all, the secrecy ob¬ 
served by the state board of assessors renders it utterly im¬ 
possible for either the victim or the scientific observer to point 
out the error in the procedure. Especially true is this in all 
those cases where it has become customary to assess the value 
of the franchises of corporations, a system which is obviously 
peculiar to our country, and from which all the European 
states which base the assessment on income, rather than prop¬ 
erty value, are entirely exempt. Valuations of our state boards 
of taxation are so notoriously inadequate that in the case of 
one class of corporations, namely, railroads, the cry has now 
gone forth for an official national valuation. Without going 
into the arguments for and against this scheme, it need only 
be pointed out that the successful prosecution of this idea will 
not only cost tens of millions of dollars, but will take a very 
long time to effect; and that the attempt to apply this same 
method of national official valuation to all corporations that 
are subject to taxation would not only be hopelessly expensive, 
but would, for obvious reasons, be entirely impracticable. 
In the great mass of easels, if we arc to have any valuation of 
property at all, we shall have to content ourselves with the 
perpetuation of the present most unsatisfactory methods. 
The experiences that we have had, even with the so-calh'd 
official valuations of railways in Michigan and Wisconsin, are 
not such as to warrant the confident expectation that they are 
satisfactory for tax purposes, and that they avoid the evils 
of arbitrary assessment.^ 

How much better it is to take some external criterion, as is 
now the practice in a few of our advanced .states. In the case 
of public service corporations a definite percentage of receipts 
is an obviously simple method. This is not the place to discuss 
the pros and the contras of a tax on gross receipts versus a tax 
on net receipts; but it may be pointed out that so far as rail¬ 
roads, at all events, are concerned, under the new system of 
accounting which has been enforced by federal law, the chief 
objection formerly urged against the tax on net receipts loses 
much of its potency. But whether we have a tax on net 
' receipts or a tax on gross receipts, it is undeniable that the 
tax is precise and definite; that there is no room for secrecy 
or arbitrary action, and that equality as between classes of 
* Cf. supra, pp; 230. 231. 
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corporations or between individuals in a class, may be secured 
by the adoption of precise mathematical rules which will cause 
the rate to vary in accordance with the definite and easily 
ascertainable factors. 

It is true indeed that a few cases have recently been seen of 
state legislatures abandoning the receipts tax for the system 
of valuation, but I think that I am safe in saying that expert 
opinion is almost unanimous in this country that this was a 
step backward and not a step forward; and that all the ends 
which it was attempted to secure by the reintroduction of the 
valuation system might have been secured by a modification 
of the rates and methods of the old system. Any method of 
corporate taxation, in short, which is based ujwn the applica¬ 
tion of precise and definite rules, is preferable to the happy-go- 
lucky system of property valuation, whether it be a tax on 
gross receipts or on net receipts; whether it be a tax on a certain 
proportion of the market value of the stocks or of the bonds, 
or of both together; whether it takes some other exterior criterion 
of the business: any of these methods is susceptible of a more 
or less successful application because it avoids the fundamental 
evil in our present system. No one man or set of men is able to 
value intelligently and prc'cisely tlu' selling value of the multi¬ 
plicity of corporations in our modern industrial world, with the 
continual oscillation of business, and with the increasing com¬ 
plexity of industrial interrelations. The task is one for superhu¬ 
man strength and ability, and with the weakness of our demo¬ 
cratic administrative methods, the attempt would be ludicrous, 
if it were not so lamentable. The first step in the reform of 
methods of assessment is, as far as possible, to substitute the 
known for the unknown. 

What the future has in store for us it is given to no man to 
know. Popular customs and prejudices yield only slowly. The 
thick mist of ignorance and inertia can be dispelled only very 
gradually by the sunlight of knowledge and observation. But 
if the experience of mankind is to afford us any help in fiscal 
matters, and if the history of other countries imder somewhat 
similar conditions is to be of any aid to us, it may be stated with 
some reasonable degrees of confidence that advance in tax re- ^ 
form is to be sought rather in the progressive excellence of 
administrative methods than in the elaboration of new and high- 
sounding ideals. The ideals may be the same for all countries; 
the administrative methods must differ according to the pe- 
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culiarities of each. In our American adherence to an abstract 
ideal we have failed to let our administrative methods keep 
pace with the attempted realization of the ideal. In our en¬ 
deavor to secure the taxation of all property, we have not only 
attempted the impossible, but we have opened wide the door 
to all the abuses of practical inequality of unintentional in¬ 
justice and of wide.spread arbitrariness. 

Of all the methods that cry out most loudly for reform, 
that of property valuation is the most important. The great 
need of the day is to replace arbitrariness by certainty, and to 
secure practical equality in taxation by substituting, as far as 
possible, definite and fixed rules of as,sessment for the hodge¬ 
podge and caprieious system, or lack of system, which is well- 
nigh universal to-day. 



CHAPTER XIV 


THE CLASSIFICATION OF PUBLIC REVENUES 

Among the unsettled questions of the science of finance 
few are more troublesome than that of classifying the differ¬ 
ent kinds of public income. Classification is indeed not of 
supreme importance, for matter is always more essential than 
form. But correct classification is helpful in many ways. 

It requires logical criticism and rigorous analysis, and thus 
becomes a test of mental vigor; it conduces to accurate defini¬ 
tion and prevents looseness of expression and confusion of 
thought; it may have important practical results in deciding 
questions of fact and in assigning definite values to doubtful 
categories; it points out contrasts and resemblances, and by 
eliminating or combining what is common, often suggests a 
clearer conception of the subject-matter. Oorrect classification 
is, in truth, an essential condition of alt scientific progress. 

It has frequently been remarked that we must distinguish 
between historical and actual classifications. For example, 
the whole class of lucrative prerogatives—the Regalia of the 
Teutonic kingdoms and of early fiscal science—were formerly 
separated from the other categories of public revenues because 
of their commanding importance in mediaeval countries and of 
their supposed points of difference; whereas well-nigh every 
recent writer of importance, evtm in (lermany, has confessed 
that all such revenues are capable of being classifi(!d under one 
of the other mod(Tn categories. So, again, while the revenue 
from the incidents of feudal tenure played a gn'at r61e in the 
classification of Blackstone and other early writers, the need of 
showing the composite nature of such revenues has been ob¬ 
viated by the disappearance of the tenures themselves. Finally, 
special asseasments are a growth of comparatively recent times. 
Only a short time ago, a classification of public revenues might, 
safely have ignored their exi.stence; now a logical classification 
of actual revenues would be incomplete without them. What 
concerns us here is a classification applicable to modern con¬ 
ditions. 
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I. The Primary Classification 

From the standpoint of the individual all contributions to 
government are either gratuitous, contractual or compulsory. 
Every governmental revenue must fall within one of these 
three great cljisses. Individuals may make the government 
a free gift, they may agree; or contract to pay, or they may be 
compelled to pay. The first method of securing revenue was 
at one time important, but its influence to-day is slight. The 
second and third methods corre.spond to the widely adopted 
classification suggested by Adam Smith,* who tells us that: 

“The revenue which must defray . . . the necessary expenses of 
government may be drawn either, first, from some fund which pe¬ 
culiarly belongs to the sovereign or commonwealth, and which is in¬ 
dependent of the revenue of the people, or, secondly, from the revenue 
of the people.” 

That is, the government may in the first place act like a 
private individual, possessing lands or other revenue-yielding 
property, and engaging in mercantile, financial or industrial 
pursuits. As Petty, the author of the first systematic English 
treatise on taxation, put it in the .seventeenth century, the 
state is in some places the common cashier, the common usurer, 
the common insurer or the common beggar.^ This is what the 
French call in the widest sense the revenue from the private 
and industrial domain of the state, and what the Germans 
term the private-economic income. A better term, perhaps, 
is contractual income; since the government here puts itself 
in the position of a private person making a contract with an¬ 
other person. Such payments all rest on an agreement between 
the two contracting parties, in sharp contrast to the payments 
which the government demands by virtue of the sovereign 
powers delegated to it. 

We often hear of the distinction between voluntary and com¬ 
pulsory contributions, meaning by the former the free gifts 
of the citizens. This distinction, however, is not perfectly 
accurate; for contractual contributions are also voluntary, 
, without being gifts. In the ca.se of a contract, the government 
agrees to do some particular thing in return for a payment, 

' Wealth of Nations, book v., chap. ii. 

’ William Petty, A Treatise of Taxes and Contributions, London, 1667, 

pp. 60, 61. 
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leasing land, for instance, in return for rent; in the case of the 
free gift, the government does not undertake, nor does the donor 
expect, any specific action in return. Yet ijoth payments are 
voluntary. We must therefore distinguish not merely between 
voluntary and compulsory contributions, but between gratui¬ 
tous, contractual and (iompulsory contributions. 

Thus far almost all writers are agreed. Tlu; difficulty arises 
when wc desire to classify the various kinds of compulsory 
revenues and to distinguish betweem some of these subdivisions 
and the different kinds of contractual revenues. All pos.sible 
combinations have Ix'cn made, esjx'cially by recent (Herman 
writers. L('t us confine ourselves in this chapter to the pith 
of the controversy, namely, to the subdivision of the compulsory 
contributions and their relation to some of the contractual 
revenues, as, for instance, the charges made for the services of 
governmental enterprises, like the postoflice, the telegraph and 
the like. 

In taking the property of individuals the sovereignty of 
the modern state manifests it.self in diffen-nt ways. The govern¬ 
ment may exercise in turn the power of eminent domain, the 
penal power, the polica; power or tlu! taxing power. 

The power of eminent domain confers on the government 
the right of taking at its discretion, and to an indefinite extent, 
private property for particular uses. With the constitutional 
and moral limitations upon this power we have not here to 
deal, chiefly because the jjower is for the most part not a source 
of net revenue. The fact that in all free governments private 
property cannot be taken under this power except for public 
use, and even then not without just compen-sation, would in 
itself show that no net income to the state is contemplated. 
Yet such revenue may accrue incidentally; for the benefits 
accruing to the government through the expropriation may 
conceivably be greater than the damage inflicted on the private 
individual. Revenue through expropriation is thus the first 
class of compulsory income'. 

The second .sovereign powc'r of fiscal imporf ance is the penal 
power, or right of inflicting fines and penalties, known tech¬ 
nically as the power of sanidion. This might be declared a part 
of the police, or regulative, |X)wer of the state, since every 
government regulation must carry with it the power of en¬ 
forcement. But on account of the decidedly problematic fiscal 
importance of the police power, it seems better to separate them. 



402 


ESSAYS IN TAXATION 


The power to adjudge fines and penalties, however, while 
often quite important as a source of revenue, belongs rather 
to penology and administration than to the science of finance; 
for the private property is here taken, not in accordance with 
the needs of the state or with any principles of equality or 
uniformity or benefits or compensation, but solely as a pun¬ 
ishment inflicted on the individual. The only limit to its fiscal 
significance in free countries is the vague provision, as in the 
constitution of the United States, that excessive fines shall not 
be imposed or cruel and unusual punishments inflicted. Fines 
and penalties thus form by themselves a class of compulsory 
revenues levied according to definite but non-fiscal principles. 
It is obviously wrong to class them with fees, as do some writers, 
or to ignore them entirely, as do others. 

The third sovereign power of the state is the police power, or 
the power of regulation. This has played a great r61e in Ameri¬ 
can jurisprudence. Yet it may bo confidently stated that from 
the standpoint of the science of finance the distinction drawn 
between the police power and the taxing power is to a great 
extent a fiction, referable to certain difficulties in American con¬ 
stitutional law and to a lack of economic analysis on the part of 
the judges. Let us study this point more in detail. 

II. The Police Power versus the Taxing Power 

The commonly accepted distinction between these powers 
is that the former is for regulation and the latter for revenue. 
One argument in support of this view is that advanced by 
authors like Mr. David A. Wells, who contend that a so- 
called tax which looks to anything besides the securing of 
revenue is not a tax, but an unconstitutional exercise of the 
taxing power. But even adherents to the distinction between 
the police power and the taxing power, like Judge Cooley, 
confess “that, in the apportionment of taxes, other considera¬ 
tions than those which regard the production of a revenue are 
admissible, and that the right of any sovereignty to look be¬ 
yond the immediate purpose to the general effect caimot be 
disputed.” * The position of Mr. Wells is the exact opposite 
* of that of Professor Wagner, who includes in the very definition 
of a tax the “socio-political” element or the duty of regulating 
and correcting the distribution and use of private property.* 

' Ciooley, Taxation, 2d edition, p. .W. 

• Wagner, Finammssenachaft, ii. (2d edition, 1890), p. 210. 
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The one writer would refuse the name “tax” to an imposi¬ 
tion looking to anything else than mere revenue: the other 
ought logically to withhold the name from an imposition not 
looking to anything else than mere revenue. These positions 
are mutually exclusive and equally extreme. 

On the other hand, the distinction of Judge Cooley is almost 
quite as untenable. Cases where the primary purpose is regu¬ 
lation, he thinks, are referable to the police power; cases where 
the primary purpose is revenue are referable to the taxing power. 
Mr. Cooley himself confesses that import duties with incidental 
protection are taxes. But suppose, as has often occurred, that 
they are protective duties with incidental revenue. Are they any 
the less taxes on that account? How about the tax on bachelors, 
which was imposed for the express purpose of diminishing 
celibacy? How about the ten per cent tax on state bank 
notes, imposed avowedly to destroy the state bank issues? 
How about the American tax on oleomargarine, confessedly of a 
regulative nature? How about taxes on spirituous liquors in 
the shape of liquor licenses, to regulate and diminish the liquor 
traffic? How about the many indirect taxes enacted in con¬ 
sequence of sumptuary laws? How about certain inheritance 
taxes, whose imposition is demanded on the express ground 
that they will limit fortunes? How about the single tax, whose 
only raison d’Ure is the attempt to change the existing dis¬ 
tribution of wealth? Shall we call the Indian duty on opium a 
tax, and refuse the name to the American internal revenue 
charge, because India looks primarily to revenue, and the 
United States to regulation? Shall we call the French 
des paterUes a tax, and deny the name to the analogous license 
or privilege taxes in some of the Southern commonwealths, 
because in the latter case the object is sometimes distinctively 
regulative? In fact, if this is to be our line of cleavage, we 
must reconstruct the science of finance and remove from the 
class of taxes whole categories of impositions to which no one 
has ever thought of denying the character or name of tax. 

The confusion in the American law is at once complimenta^ 
and uncomplimentary to the judiciary. It is compliment^ in 
the sense that the judges, when brought face to face with the . 
conflict between constitutional limitations and the demands of 
social evolution (or what is known in legal parlance as 
policy), have sought to remain true to their function as the final 
interpreters of social progress. This they have been able to do. 
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however, only through legal fictions and divergent decisions. 
Anyone who has studied the American law of taxation as a whole 
must have become painfully conscious of the hopeless contradic¬ 
tions among the laws of the several states on many important 
points. This condition is due in great measure to the fact that 
the constitution or laws of one .state by implication forbid what 
the constitution or laws of another state expressly permit. In 
order to take an actual ciise, which is perhaps in line with public 
policy, out of the range of the h'gal inhibition, the courts of the 
first state are forced to .adopt an interpretation wholly unneces- 
.sary in the second. Thus the continuity of social development 
is preserved, even at the sacrifice of legal consistency or uni¬ 
formity. For instance, in New York street-car licenses are held 
to fall under the taxing power, while in Pennsylvania they .are 
put under the police power, simply b(>cause, under the particular 
conditions, it .seemed to be a matter of equity, in the one case 
to uphold, and in the other to object to, such a charge.* The 
payment in the two instances was the same, t)oth in amount and 
in principle; but the .attempt to make the .s.ame haws conform to 
a public policy which differs in the different stiites has brought 
about a contradiction. So, too, the whole sy.stem of high li¬ 
cense or liquor taxes is in some states brought under the taxing 
power; but in others, because of certain constitutional difficul¬ 
ties, it is put under the police power.To this extent the police 
power has been a legal fiction to enable the courts to uphold what 
could not well be brought under the taxing power; although in 
another leading case ^ the liquor tax was upheld under the taxing 
power because there was a constitutional obstacle to its being 
put under the licensing or police power. The police power is of 
great and growing legal importance in the United States, largely 
because of the peculiar principles of American governmental 
relations, whereby local bodies are deemed to have only those 
powers expre.ssly delegated to them, in contradistinction to the 
European method according to which local bodies possess, in 
certain respects, all powers not expressly withheld from them.'* 
Many of our cities and towns have no taxing power; and even 

> Cf. 2d Avenue Railroad Cases, 32 N. Y. 261, with Railroad Company 
, as. Philadelphia, .W Pa. 119. What was held "reasonable ’’ in one case was 
declared "unreasonable ” in the other. 

* Burch vs. Savannah, 42 Ga. 596. Cf. 50 Texas, 86. 

’ Youngblood vs. Sexton, .32 Mich. 406. 

‘ Goodnow, " Powers of Municipalities respecting Public Works,’’ Publi- 
cations of the American Economic Association, ii., pp. 72-79. Professor 
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when they have the power, it is strictly construed. The courts, 
therefore, have been compelled to uphold much under the police 
power that under other and more favorable conditions they 
would and could have upheld under the taxing power. 

On the other hand, there is an element which is not quite so 
complimentary to the judges. The courts have frequently con¬ 
fused taxes in the narrower sense with the exercise of the taxing 
power in the wider s(‘nsc. As we shall see, there .are various 
forms in which the taxing power m.ay manifest itself; taxes in the 
n.irrowcr sense are only one form. Special assessments for 
instance, have been almost universally upheld as an exercise 
of the taxing power, while sharply distinguished from taxes in 
the narrower sense. Yet in a leading case sidewalk as.sessments, 
which as a matter of principh; do hot differ at all from other 
sp(!clal asses.sm(!nts upheld under the taxing power, have been 
declared polic;e reguIation.s.' The court has here simply confused 
taxes with the taxing power. It is, moreover, impos.sible to 
see any difference; be'tween the; various cases of sewer and levee 
asscs.sments quoted by Mr. Cooley as an exercise of the police 
power and the cases of sewer and levee assessments quoted by 
him in another chapter as falling under the taxing power.^ The 
whole distinction, in fact, rests upon a confusion. So, again, 
while both taxes and fees an; an exercise of the taxing power, 
because it has frequently been deemed necessary to uphold 
license fees by distinguishing them from taxes, many of the 
courts have declared license fees to be an e.xercise not of the 
taxing power but of the police power, thus confusing taxes with 
the taxing power. There is, as we shall see, a decided difference 
between a license fee and a tax; but it is not the one stated by the 
courts. It is this groping after the real distinction between fees 
and taxes, to be explained in a moment, which has led judges, 
not trained in economics, to draw the line b(;tweon payments 
under the police power and those under the taxing power. The 
distinction between fees and taxes is not synonymous with the 
distinction between the police power and the taxing power; for 
there are many classes of fees, like court fees, fees for legal docu¬ 
ments and school fees, which cannot possibly be put under the 
police power. 

Goodnow terms these respectively the systems of legislative and of admin¬ 
istrative control. 

* Godard, Petitioner, 16 Pick. 504,509, quoted by Cooley, Taxalion, p. 589. 

* Cooley, Taxation, pp. 588-591, compared with pp. 016-620. 
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While, then, it may be expedient from the legal point of view to 
distinguish between the police power and the taxing power, rul¬ 
ing that the one is for regulation and the other for revenue, 
and while the constitutional importance of the police power, 
especially in the United States, is in many respects considerable, 
the distinction from the economic and fiscal standpoint is, never¬ 
theless, wholly unnecessary. A tax is no less a tax because its 
purpose is regulation or destruction; and a fee or payment for 
regulation brings in just as much revenue as a precisely identical 
fee imposed primarily for revenue. From the standpoint of 
finance the test is not whether the payment is for regulation, 
but, as we shall see later, whether it is primarily for special bene¬ 
fit or primarily for common benefit; that is, it is a distinction 
not between police power and taxing power, but between fees 
and taxes. In other words, payments that are legally put under 
the police power ought scientifically to be classed under the 
taxing power. 


III. Fees 

We come finally to what is from the fiscal standpoint the 
chief sovereign power of the state—the power of taxation. 
Expropriation is not fiscally important, the significance of fines 
and penalties docs not lie in the financial domain, and the police 
power, as we have just seen, is of no consequence from the stand¬ 
point of revenue; but the taxing power is of an entirely different 
nature. 

The taxing power may manifest itself in three different forms, 
known respectively as special assessments, fees and taxes. These 
three forms are all species of taxation in the wider sense, so far 
as they differ on the one hand from contractual revenue or 
9uasi-private income, and on the other hand from the remaining 
divisions of compulsory revenue, like expropriation and fines. 
What is common to all three is that they are compulsory contri¬ 
butions levied for the support of government or to defray the 
expenses incurred for public purposes. That is the essence of 
the taxing power. But, although they arc all forms of taxation 
in this wider sense, the differences between fees and special 
a&sessments on the one hand, and taxes in the narrower sense 
on the other, are so marked that they must be put into separate 
categories. Let us study their characteristics, taking up first 
those payments, like fees, tolls, costs and charges, which may 
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be summed up under the general head of fees (the German 
Gebuhren, the French /axes, the Italian tasse). 

The distinction l)ctween fees and taxes, although sometimes 
ascribed to Rau, is really much older. Adam Smitli already 
speaks of certain expenses “which are laid out for the benefit of 
the whole society.” “It is reasonable, therefore,” he adds, 
“that tiiey should be defrayed l)y the general contribution of 
the whole society, all the different members contributing as 
nearly as possible in proportion to their respective abilities.” 
These, as he afterward explains, arc taxes. On the other hand, 
he speaks of certain outlays, as for justice, for “ jiersons who give 
occasion to this expense,” and “who are most immediately 
benefited by this expense.” The exp(mditurcs, therefore, he 
thinks, “may very properly be defrayed by the particular con¬ 
tributions of these persons,” that is, by fees of court. And he ex¬ 
tends this principle to tolls of roads and various other expen.ses.* 
The “particular contributions” of Adam Smith, in distinction 
from general contributions, arc notliing but fees in distinction 
from taxes. The .same distinction is found several decades before 
Adam Smith in the work of Justi. He, however, like the other 
Germans of his time, looked upon the Regdia, or lucrative pre¬ 
rogatives, as a separate class; and hence classified public revenues 
into (1) domains, (2) regalia, (3) taxes, and (4) casual revenues, 
including prices and payments for special privileges.- Later on, 
Rau gave these latter payments the name of Gehuhren or fees; 
but the essence of the distinction is to be found in Justi, and 
still more clearly in Adam Smith. 

A fee, then, is a manifestation of the taxing power. It is a 
compulsory contribution for a service in which the element of 
public purpose must be present; but it differs from a tax in 
several important points. 

First, a tax is levied as a part of a common burden; a fee is 
assessed as a payment for a special privilege. The basis of taxa¬ 
tion is the ability or the faculty of the taxpayep; the basis of a 
fee is the special benefit accruing to the individual. In the case 
of a tax, this ability, it is true, may be influenced to a certain 
extent by the opportunities or privileges or benefits received. 
But the difference is the test. In the case of a fee, the benefit • 
is measurable; in tin; ciise of a tax, the benefit is not susceptible 

' Weallk of Natmm, book v., chap, i., |)art iv. (vol. ii., p. 402, of Thorold 
IloRcrs’ edition). Compare book v., ebap. i., part ii. unci m. paxaim. 

«Justi, Slmlsmrthschnfl, 2;1 edition, If.W, ii., pp. 9">, 4(K)-429. 
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of direct measurement. In the case of a fee, the particular 
advantage is the very reason of the payment; in the case of a tax, 
the particular advantage, if it exists at all, is simply an incidental 
result of the state action. 

The question of special benefit was originally of minor impor¬ 
tance; the mediaival monarch exacted in the shape of fees and 
charges about what he chose, disguising exactions under the 
mask of payments for special privileges. Even there, however, 
it may be said, not that the idea of benefit was absent, but that 
the monarch made himself the judge of the amount of l)enefit. 
That his despotic estimate often resulted in hardship does not 
alter the theory. Gradually, however, the idea of actual benefit 
came to the foreground, until it has finally become the control¬ 
ling factor. 

A second distinction between fees and taxes is that a fee does 
not normally exceed the cost of the particular service to the 
individual. This, however, although commonly made much of, 
is of subordinate importance. In the first place, it can obviously 
apply only to those fees paid in return for some positive work 
done by government. The government, indeed, must always give 
something in return for a fee; but in many cases it may give only 
a permission to do something—a permission which costs almost 
nothing, and for which a considerable fee may be exacted. The 
controlling consideration here is not cost, but measurable spe¬ 
cial benefit. Historically, we know that these special charges 
were made entirely irrespective of cost.^ But even in the case 
of a positive action by the government, co.st is simply another 
method of measuring special benefit.^ This has been overlooked, 
but is none the less true. In all competitive private enterprises 
the benefit to the individual is the cost. That is, the amount 
which the individual is willing to pay—and he is the best judge 
of the benefit to be derived—is the price; and the price is fixed 
ultimately at the cost of production. The whole modern theory 
of marginal utility as the regulator of price is simply a way of 
stating the degree of special benefit to the individual; and the 
true theory of price confesses that marginal utility in competitive 

, * Professor Brentuno calls attention to this historical fact. Cf. Faber, 

Die Enlslehung den AffraTnchiUzes in England, p. 58. Both fail to notice 
the points made in the text. 

’The cost here referred to is at once the cost to the individual and the 
cost to the government. They are synonymous, because under the sup¬ 
position the government gives its services for cost. 
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enterprises resolves itself ultimately into cost of production. 
The benefit to the individual, therefore, is the cost. As soon as 
we have a private monopoly, however, the benefit to the individ¬ 
ual diminishes in proportion to the sacrifice he is compelled to 
make in paying more than the cost of production; and the excess 
of price over the normal benefit (as measunal by cost) represents 
to this extent a tax on the individual. 

The same is true of governmental action. It may, and often 
does, happen that a government is not actuated by motives of 
profit, l)ut, like a private competitor, sells its services for cost. 
Special benefit to tla; individual and cost to the government are 
then synonymous. But if the government seeks to make a mo¬ 
nopoly profit and charges more than cost, then as before the spe¬ 
cial benefit to the individual may Ire said relatively to diminish as 
the charges increase, until finally the exaction becomes so great 
that the special benefit is merged in the special burden and the 
charge becomes not a c()\mterpaymcnt, but a special tax. On 
the other hand, the government may decide to diarge less than 
cost, or even to offer its services gratuitously, in which cases the 
special benefit to the individual may gradually be swallowed up 
in the common bemefit. Here the very reason of the gratuitous 
service is that no special benefit exists, or that it results only 
incidenially from general state action. Thus we see that special 
benefit to the individual is correlative with cost to the govern¬ 
ment. If the charge is less than cost, the special benefit is pro 
tanto converted into a common benefit, until finally there is 
no charge, because no spei ial benefit. If the charge is more than 
cost, the sp(!cial benefit is pro tanto convc'rted into a special 
burden, until finally the charge is all tax, because it is all burden. 


and no special benefit. . , 

This point of view helps us out of a difficulty as to the line of 
cleavage between tees and taxes. Thus, if a charge is made for 
the cost of judicial proci'ss, the payment is a fee, because of the 
special benefit to the litigant. If no charge is made, the cost 
of the process must be defrayed by general taxation; and the liti¬ 
gant pays his share in gimeral taxes. If the charge is so arranged 
as to bring in a considerable net revenue to the government, 
the payment by the litigant is a tax-not a pneral tax on all . 
taxpayers, but a special tax on litigants, likej.he tax on lawsuits 
in some of our Southern commonwealths. The character of fee 
disappears only secondarily bec.ausc the principle «ost is de¬ 
viated from, but primarily because the special benefit to the liti- 
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gant is converted in the first case into a common benefit shared 
with the rest of the community, and in the second case into a 
special burden. The failure to grasp the basis of this distinction, 
which is equally true of other fees, has confused many writers. 

A third distinction between fees and taxes may be found in the 
conditions attached to the service which the government per¬ 
forms. It may be said th.at iir the case of a fee the government 
does some particular thing in return, while in the case of a tax 
it gives no special service. The particular thing done by the 
government in return for a fee may be either the display of some 
positive energy, as in furnishing a water supply, or it may be a 
simple permission to do something. The government may create 
direct utilities, or it may permit the individual to create utilities; 
but in each case it demands a return for the privilege. In the 
case of a tax, on the other hand, the government simply refrains 
from doing; or, if it does anything at all, does it only as a general 
governmental action. This distirudion aijplics to so-called special 
taxes, as well as to general taxes; for even in the cas(> of a special 
tax, the government does not ph'dgc itself to do any special thing 
for the individual as an individual. It agrees to do some special 
thing for the community or for the particular class involved, but 
it is wholly immaterial to the government whether the individ¬ 
ual avails himself of the incidental advantage accruing to the 
class as a whole. Even in the case of .special taxes we arc not 
confronted with the principle of give and take, or <]uid pro quo, 
as regards individuals. 

A further distinction that has been very fruitful of confu¬ 
sion is that between the businc'ss licenses or fees, and business 
taxes. The legal terms applied to such payments must not lead 
us a.stray. For instance, a given charge levied on certain retail 
businesses is called in various American states a fee, a license, a 
license fee, a license tax, a special tax, a .specific tax, a privilege 
tax and an occupation tax.’ A certain payment exacted from 
insurance companies is called indifferently an insurance fee, 
an insurance license, an insurance license fee, an insurance tax 
and an insurance license tax. A certain payment imposed on 
some corporations is called variously a charter fee, a bonus on 
charters, a license tax, a tax on certificates, an organization 
tax, a corporation tax and even a corporate franchise tax.” 

* Compare my monograph on Finance Slalielics of the American Conti- 
monweaUhe, 1889, pp. 88-96. 

' • Compare supra, p. 216. 
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The real distinction between a license charge and a business 
tax is that the non-payment of a license charge normally renders 
the exercise of the business illegal, while the non-payment of a 
business tax does not render it illegal. More broadly, it may 
be stated that a license charge is a condition precedent, while 
a business tax is a condition (if a condition at all) subsequent. 

A license charge, however, may be cither a license fee or 
a license tax; * and in order to ascertain which it is, we must 
fall back on the preccaling di.stinctions. When the license 
is imposed to cover the cost of regulation or to meet the outlay 
incurred for some improvement of special advantage to the 
business, it may truly be said that the licensee gets a special 
benefit from the privilege, a spc'cijil benefit measured by the 
cost. The charg(; would then, as in the common case of cab 
licenses, be a fee. Wlnm, however, the charge for the license 
to carry on a business, which before the imposition of the re¬ 
strictive law was open to anyone, is purposely .so high as to 
bring in a distinct net revemue to the government above the cost 
of regulation, we can no longer properly speak of special benefits 
to the licensee, since; the special beiu'fit is converted into a 
special burden; the ch.arge is them no longer a licemse fee, but a 
license tax. This is thi; ease with soirn; of tin; so-(;allcd license 
or privilege taxes in the Southern commonwealths.'^ Finally, 
if the payment is not conditional upon taking out a license, but 
is assessed on certain elements of the busine.ss, such as purchases, 
sales, capital, dc., as in the French pateuks, tin; (lerman Ge- 
werhesteuer, and some of the American payments, then we have 
not license taxes, but business t axes, because t he conditioii is not 
precedent, but subseciuent. The distinction between license 
tax and business tax is one of condition of payment: the dis¬ 
tinction between license fee and license tax is one of benefit and 


There is, therefore, some truth at the basis of the distinction 

•This distinction is overlooked by the ^ 

Black on Intoxkating Liquors, § 108, makes a 

guish taxation from license, while m reality he is distinguishing license 

on the one hand from license taxes and ^ Supreme 

s This is reallv the basis of the decision of the United btates ^uprem 

Ckmrt in the case of Harmon vs. City of Chicago, ■* 

a. —i», s 
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drawn by the American judges between the police power and the 
taxing power; but it is to be understood in a sense quite different 
from that usually adopted. The distinction should really be 
drawn between a license fee and a license tax on the one hand, 
and between a license tax and a business tax on the other. The 
distinction between police power and taxing power is not valid, 
because from the broad scientific point of view a fee may be 
equally an exercise of the taxing power, while a tax is none the 
less a tax because it is regulative. When the American judges 
hold that a license fee must “not exceed the nccc.ssary or probable 
expense of issuing the license and of inspecting and regulating 
the business,” ^ they are drawing the line between license fees 
and license taxes, although legal complications may compel 
them to assert that it is a distinction between the police power 
and the taxing power. For instance, the decision that high 
liquor licenses are not taxe.s—a decision quite untenable from 
the standpoint of public finance—is due simply to certain con¬ 
stitutional limitations, and to the policy of upholding such pay¬ 
ments. Liquor licenses, if high enough, arc no less taxes than 
the Southern license or privilege taxes; and the attempt to 
call them license fees, in order to uphold them under the police 
power, is the result of a praiseworthy but palpable legal fiction. 
To say, as Cooley does, that a high liquor license is only a license 
fee covering the cost of regulation, becau.se “it is reasonable 
to take into account all the incidental consequences that may 
be likely to subject the public to cost ” (such as prevention of 
resulting crime and di.sorder), is a considerable stretching of the 
term. It seems impossible to state how much of i)auperism 
and crime is due to drink and how much to other causes. 

The truth which the judges have vaguely seen, and which 
they have attempted to realize in their decisions, then, is 
simply this: a fee is a payment for a service or privilege from 
which a special measurable benefit is derived, and normally 
does not exceed the cost of the .service; a tax is a payment where 
the special benefit is merged in the common benefit, or is con¬ 
verted into a burden. A fee remains a fee, whether levied under 
the taxing power or the police power; and a tax is no less a tax 
^ when classified under the police power than when put under the 
taxing power. 

It seems, then, that writers like Profc8.sor Bastable, who 
desire to discard fees as a source of revenue co-ordinate with 
' Cooley, Taxalum, p. 598. 
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taxes, are taking a step backward, and are abandoning a dis¬ 
tinction dating back at least to Adam Smith. 

It is, however, useless to oppose the creation of a class of 
revenues co-ordinate with taxes; for, even if wc disregard 
fees, we cannot shut our eyes, as most writers have done, to the 
existence of another important class of compulsory revenues 
which arc not taxes. These are known as special assessments. 


IV. Special AssessmenUi 


It has already been pointed out that classification of public 
revenues has depended upon historical conditions. Special 
assessments are a comparatively modern and a specifically 
American development, although the germ of the sy.stem may 
be found in the; Itoinan edict: Cvndmnt vkia puhlkaa unusquis- 
que sccu 7 uium propriam (hymum} Tu lu'ance and England they 
have been ,so rarely usesl as to escape dete'ction, although of 
late years the iiolicy of introducing the prineiifie more widely 
has bi’gun to be diseussc'd in England." In Belgium and (icr- 
many they have been introduced in the past lew decades, and 
are occasionally nn-ntiom'd in the latter country under the head 
of Beitrdgc.^ I'lven so recent writers as Leroy-Beaulieu and 
Bastable ignore them c()ini)letely, in th(“ earlier editions of their 
books on public finance. Nowl.ere do we find any adequate 
discussion of six'cial ass(>ssnients in theory or in practice, or 
any successful attempt to correlate them with other forms of 
compulsory contributions. 


‘ Quoted in entindy in onolher connection t)y Sax, Die VerkehmniUel in 

Volks-und SUmlm'irlhseluifl/i; p- 11 „ 

* In Franco tl>cy may bo trac<.d l.ack to 1G72 an,I to a ^ ^ 
of 1807 known as the law on “I’indemmlo poor |,ayement do plus-value. 
But only .about twenty to l.wcnl y-fivo cases of application are known. Com¬ 
pare Aifeoe, Droit Adminidralif, ii., p. 732 el .sc,/, tor tbe earlier cases, see 
Police sous Louis XIV., p. Mt.-For England see m/ra, 

Prussia tliey are legally known as Interessentenzufhussc. Compare 
Leidig, Pretmisells Siadlrechl, p. 37.5, 

*>80 Other forms of BTK-cifil iissossinonts arc Known II. 0 '> 

lln TsoSX/en.' The whole system seems to '-vo r™l a g«id, 
development in Belgium than anywhere else m enf 

calls them Imcs, but confuses them contmually with taxis proper, mclud 
ing s/xicial taxes. 
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No American who treats of public finance as a whole can 
fail to be struck with the importance of special assessments 
in actual practice. To take only two examples; in New York 
city, in 1891, special assessments yielded over $2,400,000; while 
in Chicago, in 1890, they yielded $8,790,443—a sum actually 
larger than that raised by taxes. The courts have been filled 
with litigation respecting special assessments, and certain val¬ 
uable principles have been slowly evolved. Yet no one has 
attempted to construct a theory of special assessments, or to 
assign them to their proper place in the list of public revenues. 
Thus the theory of special assessments has not been worked out 
in Europe, because the facts were not deemed sufficiently im- 
ptortant; and it has not been worked out in America, because 
there have been almost no American theorists in public finance. ‘ 
A special assessment may be defined as a compulsory con¬ 
tribution, levied in ])roportion to the special benefits derived, 
to defray the costs of a specific improvement to property un¬ 
dertaken in the public interest. When a new street is opened, 
for instance, it is deemed ecjuitablc that the expense should 
not be entirely borne by the whole community, but that it 
should be defrayed in part or in whole by the owners of abutting 
real estate, whose i)roperty receives an undeniable benefit in 
the immediate enhancement of vidue. The advantages of the 
particular government services accrue in great part to the prop¬ 
erty owners; and it is therefore right that they should bear the 
burden in projwrtion to the advantages received. Without 
going into the history of the system, we may siiy that, beginning 
in New York in the seventeenth century, it has been well-nigh 
universally adopted in the United States. Its operation extfuids 
to improvements like the following: ojicning, laying out, grading, 
paving and repaving, planking and curbing the streets; sprin¬ 
kling them with water, illuminating them with gas and electric 
dight, and even ornamenting them with shade-trees; constructing 
drains, sewers, levees and eml)ankments; laying wire conduits 
and water pipes; bettering waterways and dredging rivers; 
laying out and developing public parks, squares and drives. In 
' Shortly after the above words were originally published, Dr. Victor 
Rosewater, later editor of the Omaha liee, completed his monograph on 
Special Assessments: a Study in Municipal Finance, which appeared as 
vol. ii., no. 3 of the Columbia University Studies in History, Economics and 
Public Imw, 2d ed., 1898. This monograph contains a comprehensive treat¬ 
ment of the whole subject, historical, Icgiil, statistical and theoretical, and 
is now the chief authority on the topic. 
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all these cases the entire expense, or a certain portion of it, is met 
not by general taxes, but by special assessments. We are 
here to consider the theory of special assessments. 

In the first place, special assessments represent an exercise 
of the taxing power. In the early days various attempts were 
made to justify them under the power of eminent domain and 
under the police power; but in 1^51 a leading New York case* 
swept away all these refinements, and decided that special 
assessments were a constitutional exercise of the taxing power. 
The reasoning of Judge Ruggles in that case is so convincing 
as to need no comment or defence; and the whole development 
in the United States has since proceeded on the line he laid down. 

In a special assessment the element of public purpose must 
aljvays be present; for if levied solely for private purpose it 
would be an act of confi.scation, not an (‘xercise of the taxing 
power. Again, a spt'cial assessment must be capable of appor¬ 
tionment: there must be an assc'ssment district, and the assess¬ 
ment must not be arbitr.ary. The countless cases which enforce 
these points show, in short, th.at special assessments, like fees, 
are an exercise of the taxing power. 

Special assessments, like fees, are not, however, taxes in the 
ordinary or narrower sense. Taxes, as we know, are compulsory 
contributions levied to defray the expenses incurred in the com¬ 
mon interest, without any reference to particular advantages 
accruing to the taxpayer; but in special assessments, as in fees, 
the services for which the expense's are incurred redound to the 
particular benefit of the individual. The primary test of a tax 
is that it imiwses a common burden; thee primary test of a special 
asses,sment is that it implies a special benefit. From this one 
great distinction flow all the others, which may be summed up 
as follows;— 

First. In a special assessment the special benefit to the indi¬ 
vidual is measurable. In a tax the special benefit does not exist, 
or, if it exists at all, results incidentally from the individual’s 
share in the common benefit; it is not .separately measurable. 
No one, perhaps, will be apt to confound a special assessment 
with a general tax; but there is also a clear line of distinction 
between a special assessment and a special tax. An adequate 

• People vs. Brooklyn, 4 N. Y. 419. Some of .Tudge Ruggles’ oUter dicta 
on the principles of taxation are open to serious question. But as they 
have really nothing to do with the point decided in the case, we pass them 
by. 
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discussion of the relntion between a general tax and a special 
tax belongs to the question of the sub-classification of taxes 
in ptwlicular, and would lead us too far astray here. But we 
can say at all events this; a general tax, like the ordinary state 
or local tax in America, is not levied for any definite, particular 
expenditure, but is assessed for general governmental purposes: 
a special tax, like the English local rates or the local taxes in 
some American states, like New Jersey, is assessed for the 
accomplishment of some special task to which the government 
is pledged, and is levied on a definite section of the population^ 
The police rate, the sewer rate, the poor rate, the lighting rate, 
are each levi('d for the special purpose find on the definite class 
of taxiibles subject to the rate. But this special tax is none the 
less a veritable tax; it is levied for a iiublic purpose, it is assessed 
on what is deemed to tie the faculty or “means” of the taxpayer; 
and there arc no particular benefits accruing to him as an indi¬ 
vidual. Even if he does perchance derive a benefit, it is not a 
special, measurable, individual benefit apart from the common 
benefit that the other members of the chess derive; it is simply an 
incidental result of his share in the common benefit. In the 
special asse.s.sment, on the other hand, the special individual 
benefit is distinctly mcfisurable and forms the basis of the assess¬ 
ment. The English local rates, for instance, might seem to be 
in no wise distinguishable from the American assessments. It is 
a clear principle of the English system of local rates, however, 
that “the exact measure of the benefit is not the measure of the 
liability to be taxed,” while the reverse is true in the American 
system of special assessments. In other words, the test of the 
special assessment is measurable special benefit: the test of the 
special tax is special taxable capacity or faculty, ju.st as the 
test of the general tax is general taxable capacity or faculty. 
The distinction is quite clear; yet the few writers who have 
spoken of special taxes at all have almost universally confused 
them with special as.sessments. 

Secondly. Taxes may be proportional to property, or to in¬ 
come, or to expense, or to any other test of faculty, or they may 
be progres.sive rather than proportional; special assessments 
can never be progressive, but must always be proportional to 
"benefits. This is the recognized principle in American juris- 

* These taxes must of course not be confounded with the so-called “spe¬ 
cial taxes” in some of the;Southern commonwealths, which are known as 
license or privilege or business taxes in the other commonwealths. 
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a\V \,tee, \\ave bem\ip\\e\d as proper gurdcs to apportion¬ 
ment, and as constitutional tests ol presumptive six'.cial bene¬ 
fit. Not only are special assessments void when there is no 
special benefit; thiy arc also voidable when the charge exceeds 
the special benefit; * for to charge more than the exact benefit 
would be equivalent to taking private property without due com¬ 
pensation. In the special assessment there must be compensa¬ 
tion; in the tax there is no question of comiiensation. The only 
matter in dispute in the American courts is whether the special 
benefit need be actual or may be presumptive; the general tend¬ 
ency of the decisions is to make the legislative and administra¬ 
tive discretion rather wide.^ 

Thirdly. Special assessments arc confined to specific local 
improvements, while the sphere within which taxes operate is 
in this respect unlimited. 

Fourthly. For a special assessment the government performs 
a definite, particular act in return; it is an instance of service 
and counter-service, of give and take. For a tax the government 
does not pledge itself to do a particular thing for the particular 
individual in return. The reasoning In^re is precisely the same 
as that adduced above in discussing the distinction between 
taxes and fees. A special assessment is here on exactly the same 
footing as a fee. 

Fifthly. Taxation is resorted to in order to defray the running 
expenses of government, and to effect in time the amortization 
of the debt; while the object of special assessments is in the main 
to provide for the capital account—to increase, as it were, the 
permanent plant of the community.’ 

The distinction between special assessments and taxes has 
been widely recognized in American jurisprudence; and the 
constitutional limitations applied to taxation have generally 
been declared inapplicable to special assessments. As Cooley 
puts it, “The overwhelming weight of authority is in favor of 
the position that all such jirovisions for equality and uniformity 

'C/. the celebrated Agens ease's in New .Icrsey. iState vs. Newark, 37^ 
N. J. L. 41.5; liogert ns. Klizabelli, 27 N. ,J. Eq. .508. 

2(7/. Matter of Church, 02 N. Y. (i; Allen vs. Drew, 44 Vt. 174, and 
other cases cited in I{os(uvatcr, SjHxial Assessments. 

’ Only very rarely is there a departure from this rule, as, e. g. where the 
cost of sprinkling the streets is occasionally defrayed by special assessments. 
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in taxation by value have no application to special assessments.” 
Exemptions from taxation, monsover, do not imply exemptions 
from special assessments. Sjjecial a.ssessments are none the less 
a distinct class because in some laws they are called taxes. In 
some cases, in their anxiety to uphold the di.stinction, the same 
courts interpret the word “assessment” in the phrase “uniform 
rate of assessment and taxation” sometimes in one way, some¬ 
times in the other. That is, when special assessments must be 
put under the taxing power in order to be upheld, “assessment” 
is held to be u.sed in the general sense, and to mean taxation; 
when in other cases special asse.ssments can be upheld only by 
being distinguished from taxes, “assessment” is held to be used 
in the technical sense, and to mean something different from 
taxation. All the ingenuity of the American judges has been 
needed to attain the result now achieved—the marked distinc¬ 
tion between special assessments and taxes; ^ but their efforts 
have been sensible, and the result is in accord with the teaching 
of the science of finance. 

Special assessments hence are not taxes. They differ from 
taxes in the same way that fees differ from taxes, since both fees 
and special assessments re.st on the doctrine of equivalents. Fees, 
special assessments and taxes have points in common in that 
they are all manifestations of the taxing power. Fees and special 

' One recent case is especially noteworthy as illustrative of ingenious 
distinction. The general trend of authority, as we have shown, is to give a 
wide discretion, and to uphold assessments per front foot as a good presump¬ 
tive test of special benefit. Yet in the celebrated Illinois ca-se of Chicago vs. 
Lamed, 34 Ill, 203 (1864), the court held that the provisions of the constitu¬ 
tion as to uniformity and equality of taxation were unu.sually stringent, and 
were applicable also to si)ecial a.ssc%sments. The court wsts really mistaken 
here, as the Illinois constitution did not differ from many others where the 
contrary interpretation was iwlopled. Still, as a consequence of their view, 
assessments could be made on each lot only up to benefit tictually proved, 
while the remainder of the cost would have to be defrayed by general taxes. 
Assessment by front foot was held to be invalid. Yet later the courts 
evaded this ca.se by a very fine distinction. The constitution of 1870 gave 
local authorities the right to levy “special taxes for local improvement;” 
and in White vs. People, 94 111. 613, the court held that a special tax was not 
a special assessment, and that a special tax might execai the actual benefits 
^to the particular lot. An assessment by front foot is hence valid, and the 
system in Illinois to-day is the same as in other states. Of course the “spe¬ 
cial tax” of the Illinois constitution is sim|)ly the "special assessment” of 
other states, and is even known by the latter name in Illinois itself. There 
is, as we have seen, a distinction between a special tax and a special assess¬ 
ment; but it is not the distinction drawn by the Illinois court. 



THE CLASSIFICATION OF PUBLIC REVENUES 419 

assessments have additional points in common, which they both 
possess in distinction from taxes. But, finally, fees and special 
assessments differ in some respects from each other. We have 
distinguished special assessments from taxes; it remains to 
distinguish them from fees. 

It may, indeed, be claimed that there is no distinction, and 
that special assessments simply constitute a sub-cla,ss of fees. 

It is true, as has just been point'd out, that what characterizes 
taxes proper as against the other manifestations of the taxing 
power is general benefit iis against measurable special benefit. 

If we name the first kind taxes, we might indeed give to the sec¬ 
ond kind some generic name. Si)ecial assessments would then 
be simply a distinct sub-class. But they are so extremely impor¬ 
tant and so far overshadow all the other cases of special benefit 
taken together, that it seems advisable to put them into a sepa¬ 
rate category. Especially in the United States, where the judges 
are just beginning to wrestle with tin' acdual problems, it would 
tend to confuse rather than to clarify, if we put special a.ssess- 
ments and cab licenses, for instance, into the same category. 
Let us then attcm])t to point out in what respects special a.ssess- 
ments differ from fees. 

In the first place, special assessments are levied only for 
specific local improvements; fees may be levied for any services. 
The field of operation of special assessments is restricted; that 
of fees is unrestricted. 

Secondly, special assessments are paid once and for all; fees are 
paid periodically, according to each successive service. The 
only qualifications to this statement arc that special assessments 
may, in a few cases, be spread over a longer period, and may then 
be payable by regular instalments; ’ whih', on the other hand, 
a fee is of course paid only once if the .service is demanded 
only once, as in the case of a marriage fee. That, however, 
does not invalidate; the distinction. In the special assessment 
the payment is capitalized in a lump sum, payable generally at 
once, but occiisionally by instalments; in the fee, on the other 
hand, the payment is, so to speak, fragmentary and irregular. 
In a given case there may be a choice of methods. For instance, 

' Cf. the New York Law of 1912, chap. 372, which provides that if the * 
assessment exceeds five per cent of the tax valuation for the preceding year, 
the collector shall divide the assessment into ten instalments, as nearly 
equal as may be. Each instalment after the first is to bear five per cent 
interest until due, and seven per cent thereafter until paid. 
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in constructing a bridge, the cost may be defrayed either by levy¬ 
ing a special assessment on the owners of the abutting property 
or by charging tolls on those using the bridge, who are presum¬ 
ably in great part also the owners of abutting property or their 
friends and dependents. If the benefits redound in greater part 
to these property owners, the cost should be paid by a special 
assessment; if the benefits ro'dound in greater part to individuals 
who are not property owners, the cost should be paid by a fee 
(toll); if the benefits are so wide-spread that the whole commu¬ 
nity is almost equally inter(>sted, the cost should be paid by 
neither a specaal asse.ssment nor a fee, but by a general tiix. 

Thirdly, a fee is levied on an individual as such: a special 
assessment is levied on an individual as a member of a class. 
'I’hat is, in th(> ease of special assessments therc^ must always be 
an assessment area over which the whole asst'ssment is levied, 
to be then further distributed according to a definite rule of 
apportionment. It is, for instance, a settled rule of the American 
law, that in assessing benefits the jussessors camiot restrii^t 
themselves to the cost of the improvement in front of a partic¬ 
ular lot.* In the case of a fee, on the other hand, the govern¬ 
ment looks not to a class or to an area, but to the separate 
individual. 

Fourthly, a special assessment mu.st always involve a benefit 
to real estate; a fee is paid for a service which may benefit other 
elements than real estate, such as personal property, or other 
attributes of the individual without any reference to property. 

There is one further distinction, which, however, is more 
imaginary than real. It might be maintained that special 
assessments arc like direct taxes, and fees like indirect taxes, 
in the sense of taxes on consumption or on acts and communica¬ 
tion, because the former are compulsory and the latter voluntary. 
But this distinction is badly expressed, and really untenable; 
for, notwithstanding the contrary statement, which has fre¬ 
quently been made, indirect taxes are not a whit more voluntary 
than direct taxes. It is true that if a man chooses to go without 
tobacco he may escape the tobacco tax; but it is equally true 
that if a man chooses to go without certain kinds of property 
^ or income, he may escape to that extent the property tax or 
the income tax. Indirect as well as direct taxes are compulsory, 
not voluntary, contributions. In the same way, there is no truth 
in the statement that a fee is voluntary and a special assessment 
‘ Ex parte Mayor of Albany, 23 Wend. 277. 
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compulsory. It is true that we do not need to pay a peddler’s 
license fee if we do not care to peddle; but, on the other hand, 
we do not need to pay a special a.ssessment if we do not care to 
own the land. Further, when the payment of a fee is connected 
with necessary every-day transactions, as are mortgage regis¬ 
trations fees or marriage f(*s, there can be no question of the 
compulsory nature of the transaction. Birth and death cannot 
well be termed voluntary actions; yet a registration fee for a 
birth or death certificate does not differ in character from any 
other fee. Fees and special assessments, indirect and direct 
taxes, arc all compulsory contributions.' 

It is clear, then, that there is a line of distinction between 
fees and siiecial assessments, .although not so shar]) as between 
fees and special assessments on the one hand and taxes on the 
other. I'here is no dang(‘r of confusing them in practice; yet 
very little has bfaai done to differentiate them in theory. Even 
Wagner, though (lompclled in tlus last ('dition of his work to 
recognize the existen(;e of “ Hntrwje,” mentions them in a 
few lines as merely an unimportant addendum to fees. Of 
course, it would b(* ea.sy to follow Professor Bastable’s example, 
and dimy tlu! ('xistiaice of fe('s as a separate class, in order to 
avoid the “creation of a distinct group of state receipts co¬ 
ordinate with that derived from taxation,” ^ But even he, 
when confronted with the existence of special assessments, 
will have to revise his (da.ssification, and create at least one 
“distinct group co-ordin.ate with” taxes. And if this one 
group is separated from taxes, it will be difficult to refuse to 
cut off another group, for the arguments that apply in the one 
case apply equally well in the other. ^ 

V. Prices 

We now come to a final problem which has given rise to 
considerable difficulty. Where shall we class the payments 
made for services rendered by certain governmental enter¬ 
prises, like canals, postoffice, telegraph and railroads? Are 
they taxes, are they fees, are they compulsory payments at 

' Neumann, who ia tfie only writer to attempt a distinetion between fees 
and s|>eeial assessments, makes it turn on a very dubious distinction be¬ 
tween direct and indirect taxes. IXe Steuer und dua olferdUche Interesae, pp. * 
327, 334. 

* Pvblic Finance, p. 221. 

' Professor Plehn, Inlrodiuiion lo PMic Finance, New York, 3d ed., 1909, 
p. 354, prefers to consider special assessments as a class of fees. On the other 
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all, or are they not rather to be called prices, and classed with 
the contractual income of the state? 

Some writers say that if the government goes into a public bus¬ 
iness, like the postoffice, the charges arc compulsory; but that if 
it goes into a private business, like a shoe factory or a coal yard, 
the revenue belongs to the industrial domain. This seems to be a 
decided mistake; for there is no such sharp line of demarcation 
between a naturally public and a naturally private business. 
Everything depends on the view taken for the time being as to 
the policy of governmental interference. The postoffice is every¬ 
where in the hands of tlu! govcu'nment, .simply because the 
enterprise arose at a time when there was no dispute over the 
policy. The telegraph, the teleidione, and still more the rail¬ 
road are controlled by the gov(!rnmcnt in some countries, and 
by individuals in other countries, because these industries 
developed after the discussion as to the limits of governmental 
interference aro.se. Wh(!re shall wc put the gas industry, which 
in some municipalities is a public, and in others a private, 
business? Where shall we put the water-supi)ly and the street- 
railway business? Some countries have monopolies of the 
manufacture of .salt and of tobacco, which are then regarded 
as modes of taxing the people who use salt and tobacco. Would 
there be any difference in principle if the government went 
into the coal business or into the shoe business, in order to 
tax the people using coal or shoes? It might indeed be very 
bad policy for the government to extend its functions; but 
there is no natural and immutable line of cleavage between 
a public and a private business, between a monopoly of tobacco 
and a monopoly of bread or of iron. The limit is always fixed in 
accordance with temporary public feeling ijs to the proper social 
policy; but the question as to how far vital public interests 
are at stake has been answered, and will always be answered, 
differently in different countries and in different ages. 

The distinction, therefore, is not, as most writers have as¬ 
sumed, dependent on the nature of the enterprise.^ As a matter 

hand, my contention has now been accepted by Leroy-Beaulieu, Traits 
de la science des finances, 6th cd., 1899, vol. i., chap, vii.; Graziani, Istitvr 
zioni di Scienza ddle Finanze, 2d ed., 1911, p. 193; Nicholson, Principles 
' of Polilical Economy, iii., 282; H, C. Adams, The Science of Finance, 1899, 
p. 227, and T. K. Urdahl, The Fee System in the V. S., 1898, p. 60. 

' For instance, Wagner classes telegraph and postal charges among fees, 
railroad charges among industrial revenues. Schall limits fees to services 
for “essential state purposes” {wesentlichc Staatszmcken). Compare Schfin- 



THE CLASSIFICATION OF PUBLIC REVENUES 423 


of fact, the payment for the same service may be a price in 
one state, a fee in a second, or a tax in a third. The explana¬ 
tion of the difficulty is to be sought in an elaboration of the 
very principle which has just been employed to show the dif¬ 
ference between special assessments, fees and taxes. In other 
words, the controlling consideration in the classification of 
public revenues is not so much the conditions attending the 
action of government or the kinds of business conducted by 
the government as the economic relations existing between the 
individual and the government. 

Let us attempt to make this clear by taking up in turn the 
various cla.sscs of revenue. 

The simplast case arises when government decides to go 
into a purely private business. The government sees private 
individuals making money out of certain occupations, and 
considers why it also should not do likewise. It therefore 
enters upon the business, and conducts it in precisely the same 
way as would an individual. Such instances were very common 
in former times, when governments carried on all kinds of 
private occupations, sucli as manufacturing pottery, loaning 
money, or conducting commercial cntcr|irises; but in modern 
times this has become less usual. Many states, nevertheless, 
still own real estate, either renting or utilizing it and selling 
the produce in the open market; some states still carry on a 
banking business; and others deal in commodities, like Holland 
in tobacco. Chili in guano, and India in opium. In all such 
cases the chief consideration with the government is fiscal; 
and the charges are precisely the same as would be made by 
private individuals. In fixing the price, the government is 
actuated by the same motives that obtain in private business, 
whether the business be competitive or monopolistic. It is 
immaterial to the purchaser whether he buys from the state or 
from a private person; for he has to pay the same in each case. 
The commodity or service supplies his own private wants, 
and there is nothing public about the transaction except the 
mere accident that the seller is a public agent rather than a pri¬ 
vate person. The charge made by the govt'rnment is therefore 
a gwoai-private price; it is a purely contractual payment, resting 

berg’s Handhxh tier politisr.hen Oekommie, iii. {3(1 1 'dilion), p. 98. Roschet 
{Finammssenschnfl, p. 22) and Vock(( {Ok Ahi/abm, Auflagen und die 
Steuer, pp. 223-,')C>.')) also except payments for )Ki8t, telegraph and railroads 
from the category of fees. 
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on an agreement between the government and the purchaser. 
The special benefit which the individual receives is to him the 
controlling consideration; and the matter of general interest 
or of public purpose is only an incidental matter. 

We now come to the next case, where the government de¬ 
cides, for special reasons not purely fiscal, to enter upon certain 
enterprises which have more or less of an industrial nature. 
It is found by experience that the retention of these entcirprises 
in unregulat('d private; hands is not thoroughly satisfactory. 
The govesrnment, therefore, either leaves these occupations to 
private initiative, but subject to careful regulation, or takes 
such business into its own hands. The reason for interference 
is not public gain, but public policy; it is now a matter of 
common int(>rcst, and no longer .purely and solely of private 
interest. 

The familiar examples of such enterprises are the postoffice, 
the telegraph, the telephone, the railway, the water, gas and 
electric-light supply. These arc often called economic monop¬ 
olies, because in them through the working of economic forces 
competition tends to become entirely inoperative. In most 
cases, too, they can be carried on only in virtue of some priv¬ 
ilege or franchise conferred by the government. The public 
interest is therefore admittedly strong; and whether it takes 
the shape of governmental regulation or of governmental owner¬ 
ship is, for our special purpose, immaterial. 

Let us assume the latter case. The problem then arises: 
What is the nature of the charge made by the government 
for the service or for the commodity which results from the 
operation of these enterprises? 

The chief point is still the private interest of the individual. 
He buys his gas or his telegraph service to satisfy his private 
wants, very much as he would buy it from any individual or 
corporation. But a new element has entered,—the element 
of public interest, the satisfaction of the wants which one feels 
as a member of the community. The very rc.ason why these 
enterprists have been made government enterprises is that 
the individuals who compose the community feel that they 
have a common, public interest in the assumption of the business 
by the government. They bedieve in municipal water-supply, 
for instance, because they are convinced for various reasons 
that this business ought not to be left in private hands. The 
Kovemment, indeed, may make a charge, which is undoubtedly 
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a price paid by the individual; but it differs from private prices. 
In the case of the private business the monopoly sec.'ks only 
the greatest possible profits; in the case of the pul)lic monopoly 
the government seeks the greatest possible public utility. 
Even when the government makes a high charge, it does not 
aim simply at the maximum monopoly profits; for the public 
element always modifies the charges in some particular. If 
it did not so modify the charges, or at all events give better 
facilities for the same charge, there would be no reason for 
the assumption of the business by the public. 

The charge to the individual is thus a price; but, instead 
of being g?ia.s(-privatc, it is now a public price.' The relation 
of the government to ,thc individual is not the same as in the 
preceding ease. The special benefit to the; individual, although 
it is still preponderant, is relatively less; the public purpose has 
become of more importance. 

We come now to the really important point: The feelings of the 
citizens may undergo a further change, and the government may 
conclude to manage the enterprise in a different way. The ele¬ 
ment of private interest or s])ecial benefit may diminish, and the 
feeling of public interest may increase so as to become the 
controlling consideration. The government, because of these 
changed conditions, will now decide no longer to run the busi¬ 
ness on the principle of profits. It will reduce the charges some¬ 
what, so as perhaps only to cover the cost of operation, or not 
even to cover this cost. While it will still roughly endeavor 
to charge each individual according to the benefit he derives, 
it will still further modify these charges in the direction of the 
public interest, charging less to those who can afford it less. In 
other words, special benefit to the individual is still measurable 
and charged for; but since the common interest of the commu¬ 
nity is now of more importance, the charge for special benefit 
may be slightly modified by other considerations, as in the case of 
the postal service, where newspapers are put into a lower class 

' Professor Plehn prefers the term “rates” to “jmees” on the ground 
that we ordinarily speak of water rates, telegraph nates and the like. In- 
troductim to Public Finance, 3d ed., 1909, pp. 88-89. To this, however, there 
is a double objection—first because the usage is by no means universal—wit-» 
ness water “rents,” telephone “tolls,” railway “fares,” etc., and second, be¬ 
cause in countries like England they would at once be confused with the 
local “rates” or taxes.—The United States Census Bureau’s Classifica¬ 
tion of Public Revenues as published in the voltime on Wealth, Debt and 
Taxation (Twelfth Census, 1907) accepts the category of public prices. 
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than letters. The charge to the individual has now become a 
fee. 

Finally, another change may occur. The citizens may become 
convinced that the public; purpose has become the exclusive 
consideration, and that the- special interest of the individual is 
swallowed up in the general interest. The government will now 
entirely abandon the principle of charging according to special 
benefit for one of two other methods: it will either make no 
charge at all to the individual for the special service; or, if it 
still makes a slight charge, it will levy this not according to the 
principle of special benefits, Init primarily according to the 
principle of faculty or ability to pay. The expenditure must 
indeed be defrayed, but it will now be met by a general charge 
on the whole community, or by a charge upon that section of 
the community which avails itself of the service; btit even in 
the latter case it will not measure the special charge to the indi¬ 
vidual by the benefits he may personally receive. In other 
words, the payment is now a tax—in some cases general, in 
others special. 

Let us illustrate this process: While a railway is in private 
hands, the individual traveller or shipper pays a private price. 
If the government buys up the railways and manages them in 
precisely the same way, the payment made by the individual is 
still a price—a gwasii-private price, because demanded by the 
government acting as if it were a private party. But the govern¬ 
ment, although it still seeks to make a profit, is likely soon to 
introduce some changes in the public interest. Because of the 
resulting changed relations between the enterprise and the pa¬ 
tron, the payment becomes a public ])rice. After a short time 
the government m.ay reduce its charges considerably, barely 
covering the cost, iind may modify them still further in regard 
to individuals or to sections of the country by considerations of 
public policy. The payment is then practically a fee or toll. 
Finally, the demand may be made in the public interest, as in 
Australia to-day, for free railway travel. The payment then 
made by the community to defray the gratuitous railway serv¬ 
ice would be a tax. In the case of the common highways and 
fthe canals, this same evolution is discernible; and the final stage 
of free travel has actually been reached. 

As another illustration take the water-supply. At first often 
in the hands of a private company, it may then be managed by 
the city, but according to the same principles. Every one pays 
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in proportion to his consumption, but pays more than it costs 
the city to supply the water; the enterprise is managed on the 
principle of profits. Then comes a change. The city, still charg¬ 
ing according to consumption, limits its charges to cost. Then 
often comes another change; and the city, while still trying to 
make both ends meet, often charges each individual a lump sum, 
but makes the richer consumer pay more than the poorer, even 
though he consumes no more. Finally, we reach the stage 
already attained in some European cities, and also demanded 
for Detroit by Mayor Pingree, where the water is supplied to 
the citizens without charge, and where the expense of water- 
supply is put in the same category as the expense of street clean¬ 
ing. The charge for water-supply has thus run through the 
various stages—private price, qi/asi-private price, public price, 
fee, and tax. Some cities, indeed, may have jumped over the 
intermediate stages, may have started with the final stage, or 
may never have reached this stage. In fact, although this is 
unusual, the principle of development may even be reversed, 
the public interest may lag, and the methods of private manage¬ 
ment'may again be introduccal. The principle itself is, however, 
everywhere discernible, whether it works forward, iis it usually 
does, or bac^kward, as in some exceptional cases. 

Again, at the present time the ciiarge for a postal stamp, like 
a canal or road toll, is almost everywhere a fee; * yet the charge 
might be so high that the special benefit would become a special 
burden, and the payments would become taxes on communica¬ 
tion or on transportation. This was very common in former 
times. Highways were at first in private hands, and the charge 
was an extortion levii'd by the feudal lord. Later the charge 
became a monopoly tax on transportation; then it became a toll; 
until to-day the charges have generally disappeared, and the 
highways are managed on the principle of gratuitous service, 
and are supported out of the proceeds of a general tax. 

What has been said of the railway and of the water-supply, 
of the postal and of the highway systems, may be repeated of 
all other governmental enterprises—the canal, the telegraph, the 

‘ As early as 1765 Benjamin Franklin perceived, in part at least, the differ¬ 
ence between a fee and a tax. In reply to the question of the parliamen-^ 
tary committee, “Is not the post-office a tax as well as a regulation? ” he 
replied, “No; the money paid for the postage of a letter is not of the nature 
of a tax: it is merely a qmnlum meruit for a service done.” Dowell, His¬ 
tory of Taxation and Taxes in Ettgland, ii., p. 46. Franklin, however, failed 
to see that it might become a tax. 
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telephone, the gas and the electric light, the horse railway 
and the trolley line, the docks, the markets and the ferries. 
Moreover, if the socialistic scheme is ever introduced, the same 
principle will ai>ply to all the cases of governmental manage¬ 
ment of what once were private enterprise. Whether the govern¬ 
ment ought to assume these enterprises is, of course, a question 
quite apart from this discussion of the economic and fiscal nature 
of the payments made by the citizens. 

The demands made by government for supplying the individ¬ 
ual with commodities or services differ in character, then, accord¬ 
ing to the economic relations between the government and the 
individual. .Just as a fee may become a tax, so it may become a 
price and vice vend. While a price can never be a tax, the pay¬ 
ment for the same service may take the form of a price in one 
state, a fee in a second, and a tax in a third. The real test is the 
economic relation between the individual and the government, 
and the relative strength of th(^ individual private interi'st as 
compared with the common or ])ublic, interest. 

While there is thus a clear distinction, chiefly of degree, be¬ 
tween a price and a fee, and lietween a fee and a tax, we find 
in actual life some payments which comlnnc separate; elements, 
and which it is difficult for anyone but a trained ol)server to 
classify. Take, for instance, the combination of price and of 
tax. If the liquor business is in private hands and the govern¬ 
ment impo.ses a tax on eacli glass sold, the individual pays a 
certain amount which includes both price and tax. If the price 
of a glass of liquor was five eumts and the government levies a 
tax of one (;ent, tlu; individual pays six cents, of which five is 
the price, and one is the; tax. When the government has a mo¬ 
nopoly of the liquor manufacture or trade, as in .some countries, 
the relation is exactly the same, and the charge may be even 
more than six cents. In fact, that is generally the reason why 
the monopoly is introduced; but it is only the surplus over five 
cents that is the real tax. The same reasoning applies to other 
fiscal monopolies, like the tobacco or the sugar or the salt monop¬ 
oly; the amount which the individual pays over and above what 
he would have to pay to a private vendor is the indirect tax. 
This might be true also of the charges for railway or for water- 
supply; but at present rarely applies, because they are not fiscal 
monopolies. They may be monopolized by the government; 
but in almost every case the object is not to raise the price, but 
to diminish the price—not to make profits, but to secure general 
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social utility. Yet just as the French and Italian governments 
impose taxes on the private railway tickets, the amount of which 
is separately printed, thus enabling the purchaser to distinguish 
between the price and the tax, the distinction might be made if 
the railways were owned and managed by the government. 
The payments would be economically separable. 

In the same way, as has already been abundantly illustrated, 
a given payment may include a fee and a tax. Oovernments, 
however, do not usually make this sharp distinction. For in¬ 
stance, some American states speak of insurance fees; other states 
call the identical payments insurance taxes. In some of the 
Southern states agricultural fees are sometimes called fertilizer 
taxes; and on the continent the terms “fees” and “taxes” are 
often indiscriminately applied. Practically, this may not always 
be of great importance; but in theory the distinction is clear, 
and it is beginning to be recognized by the courts. 

A more difficult and more confusing case arises when one 
payment is levied in the form of another, as when a public price 
is levied in the shape of a tiix. Take for instance the water or 
the gas supply. In Europe, when the towns liought out the 
private water or gas companies, they at finst continued, as some 
do yet, to charge according to individual consumption. In some 
cases, however, for purposes of convenience, they .assumed that 
each household would use a certain quantity; and as .some of 
the local taxes were levied on the occupier, they simply added a 
certain amount to the tax, as in somt; English towns where a spe¬ 
cial Ivater rate is levied like the other local rates, or as in Austria 
where an addition is made to the hxial tax on house rent. The 
payment is nevertheless a price, and not a tax; for if more than 
the assumed normal quantity is used by anyone, especially by a 
business man or by a factory-owner, the charges are increased 
according to the consumption. If the chargt's were reduced, or 
if all idea of special benefit were abandoned and the charge were 
assessed on the whole community or on a part of community 
irrespective of the relative quantities consumed, then the pay¬ 
ment might become a fee or even a tax, whether general or 
special. As a matter of fact, however, in most places to-day the 
payment is still a price, even though sometimes levied in the^ 
shape of a tax. Thus, the English have a separate class of munic¬ 
ipal revenues called income from “gas and wuiter undertakings,” 
which shows that the distinction is dimly recognized. In New 
York the charge for Croton water is technically called the “ water 
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rate,” or “water rent,” although most people call it the water 
tax, and confound it with a genuine tax. Here, it is true, this 
“rate” is paid separately; but in some of the European cities, 
for purposes of convenience, it is simply added to an existing 
tax. Nevertheless so long as the economic relation of individual 
to the government is different, the charges, even though con¬ 
fused under the same appellation, are really distinct. 


VI. Conclusions 

To sum up the preceding discussion, we find that under 
actual conditions all public revenues are either gratuitous, 
contractual or compulsory contributions; that the compulsory 
contributions are levied in virtue of the power of eminent 
domain, of the penal power (either as a separate power or as 
the fiscally important part of the police power), or of the taxing 
power; and, finally, that the taxing power manifests itself in 
three forms of fees, special assessments and taxes. 

In regard to the charges known as prices, there is no doubt 
that we must put quasi-private prices under the head of con¬ 
tractual payments; but public prices—the charges made for in¬ 
dustrial enterprises under certain conditions—occupy a middle 
position, and might be called semi-compulsory. If the gov¬ 
ernment manages an enterprise just like an individual, the 
price is virtually a contractual payment; if the government 
makes the whole community or part of the community pay, it 
is a compulsory payment; but if the government employs* the 
intermediate principle of charge, the payment is neither wholly 
contractual nor wholly compulsory, but contains elements of 
each. The classification would then be as follows:— 


Gratuitous . 
Contractual. 


9 

a 

e 

> 


Compulsory 


.Gifts. 

Public Propert.y and Industry Prices. 


Eminent Domain . . 
Penal Power .... 

Taxing Power . . . 


Expropriation. 

Fines and Penalties. 
Fees. 

Special Assessments. 
Taxes. 


t 

But if the real distinction is, as we have suggested, the 
economic relation of the individual to the government, the 
classification of charges would depend upon the importance 
of the individual interest measured by the special benefit to 
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the individual, as compared with the common interest or public 
purpose measured by the ability of the individual to contribute 
to public charges. In the one case the individual is the chief 
or only factor; in the other ease the individual sinks his own 
importance in the common welfare of the community, and what¬ 
ever benefits he derives come to him only incidentally as a 
result of his membership in the community. At one extreme 
lie prices, which depend upon the relation of the government 
to some particular industry or individual; at the other extreme 
lie taxes, which depend upon the relation of the government 
to alt industries or individuals; midway between these extremes 
lie fees. From this point of view, if we omit, as of no importance, 
expropriations and fines, there are only three great classes: viz., 
prices, fees and taxes. The essential characteristic of a fee is 
the existence of a measurable special benefit, together with 
a predominant public jmrpose: the absence of public purpose 
makes the payment a price; the absence of special benefit 
makes it a tax. 

As these elements are, however, present in varying degree 
in different payments, the charges shade off into each other 
almost imperceptibly, forming intermediate classes which are 
of great practical importance. Thus the public price has certain 
elements of the price and certain elements of the fee; but it is 
of sufficient importance to warrant its separation in a distinct 
category. Again, as wc have seen, a .special assessment has 
many points in common with the fee, but has a decided signif¬ 
icance of its own. Our final classification would then be as 
follows:— 


1. Special tenefit the ex¬ 

clusive consideration. 

2. Ix'ss special benefit, al¬ 

though still prepon¬ 
derant. 

3. Special benefit meas¬ 

urable. 

4. Special benefits still 

assumed. 

5. Special benefits only 

an incidental result. 


Public purpose inci- Quasi-private Price, 
dental. 

Public purpose of Public Price, 

some importance. 

Public purpose of Fee. 

still greater im¬ 

portance. 

Public purpose the Special Assess- 

controUing consul- ment. 
eration. ' 

Public purpose the Tax. 
exclusive consider¬ 
ation, principle of 
faculty or ability. 
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The above classification would result in the following defini¬ 
tions:— 

A quad-private price is a voluntary payment made by an 
individual for a service or commodity sold by tlie government 
in the same way as a private individual would sell. 

A public price is a payment made by an individual for a service 
or commodity sold by the government primarily for the special 
benefit of the individual, but secondarily in the interest of the 
community. 

A fee is a payment to defray the cost of each recurring service 
undertaken by the government primarily in the public interest, 
but conferring a measurable s])ecial advantage on the fee-payer. 

A special assessment is a payment made once and for all to 
defray the cost of a specific improvement to jjroperty undertaken 
in the public interest, anti levied by the government in propor¬ 
tion to the particular benefit accruing to the property owner. 

A tax is a compulsory contribution from the person to the 
government to defray the expenses incurred in the common 
interest of all, without reference to special benefits conferred. 

Note to !)th erl. The classification set forth in the above pages has now, 
it may be said, been accepted by virtually all im|X)rtant writers. The moat 
detailed work in the last two decades has been done by Italian writers. 
Cf. notably as to special assestfinents P. Jannaccone, / trihuH siKciali 
neUa scienza delle fimmze, Torino, 1905; a.s to fees, A. Vita, Le tasse nella 
dottrina acientifira, Milan, 1911; .and as to prices Salvatore Majorana, 
IjO classificazione delle publiche eniraie del prezzi, Rome, 1920. The latter 
writer compares at some length my suggestions with these of Einaudi who 
makes a triple, and somewhat different division into private, quasi-private 
and public prices. 



CHAPTER XV 


THE HE'rTEKMENT TAX 

It has often happonoci that the technical name of a new custom 
has been borroweil from abroad; but it is rare to find a foreign 
institution described by an exceedingly uncommon term, which 
is then naturalized on the assumption that foreign usage is 
being followed. This, however, is the case with the “Better¬ 
ment Tax” in England. The institution is indeed found in 
America, but the name is unusual there. Exactly when and how 
the term came to be introduced into England is \mcertain;' but 
nine out of ten Englishmen, when using the expression, think 
that they are following the American custom. The term has 
now become so current in England that it may be considered 
as firmly established. 

I. The Origin 

The principle of betterment has. recently been defined by 
an official commission as “the principle that persons whose 
property has clearly been increased in market value by an im¬ 
provement effected by local authorities, should specially contrib¬ 
ute to the cost of the improvement.” ■ Another official report 
deals specifically with “ assessments according to benefits (better¬ 
ment or amelioration),” and di'fines the custom as “assessment 
according to benefits, and the interception by charge upon prop¬ 
erty of a portion of the value added to such property by the 
expenditure of public money for improvement.” To all Ameri¬ 
cans it will be apparent at once that what we are dealing with is 
nothing but the system of special asses.sments. 

' The Duke of Argyll, in .a speech in the House of Lonls, referred to it aa 
an “absurd, foreign and vulgar” word. Mr. Baumann, on the other hand. 
Bays: “The word Ls respectable,” but “the thing i.s not.” Almost the only 
state in America where the term “betterment lax” is to be found is Massa-^ 
ehusetUs: .and evim this is true mainly of the earli('r laws and e.a.se.s.^ 

‘ Report from the Select Committee of the House of Ixirth on Town Im¬ 
provements (Betterment), 1894. . , „ 

* Orange Book of the London County Council, entitled Precedents of Assess¬ 
ment according to Benefits, 1893. 
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What appears almost self-evident to Americans is hotly dis¬ 
puted in England. In the United States the local taxes, so far 
as real estate is concerned, arc imposed on the owner of the land; 
in England the local rates, as they are called, are levied on the 
occupier. In the United States the tax is asses.sed on all lands; 
in England it is assessed only on productive or rent-yielding land. 
In the United States, therefore, it was comparatively easy to 
add to the existing tax on the j)roprietor this newer system of 
charges; in England the proctiss is more difficult, because it 
implies not only a change in the principle of charge, but also a 
change in the method of assessment. Not the occupier but the 
owner of the land, is to be directly reached. Thus the proposal, 
which in America is regarded as in harmony with vested interests, 
is viewed by its opponents in England as an attack on the rights 
of private property. 

Yet, curious as it may seem, the levy of assessments for 
special benefits is an old English custom. In 1662,* an act 
was passed to authorize the widening of certain .streets in West¬ 
minster and providing for the defrayal of the cost by volun¬ 
tary subscriptions. In case this should not suffice, the commis¬ 
sioners to lay out the streets were empowered to charge the 
owners of the property in proportion to the benefits received.” 
The important clause reads: 

‘ It is worthy, of note that two eases on betterment, prior to the law of 
1662 have been discovered. The first is the llomney Marsh case in 1250. 
This referred to the repair of sea-walls. The ordinance provided that the 
officials should “measure by acres all the lands and tenements which are 
subject to danger within said marsh” and then "having respect to the 
quantity of the walls, lands and tenements which are subject to ptTil . . . 
shall ordain how much appertaineth to every one to uphold and repair 
the same Walls. Cf. Cannan, History of Local Rates in England, 1912, p. 11. 

The second case is that of improving the rivers Lea and Thames in 1605. 
The law provides "for clearing the passage by water from London to . . . 
Oxford” and says; “ For that it is reasonable, just and equal that those who 
partake in the benefit of any good work should in fit proportion contribute 
to the costs and charges thereof: ... the commissioners . . . shall have 
power ... to tax and assess . . . such of the inhabitanls ... as shall 
in their opinion be likely to receive ease or benefit by the said passage.” 

As to other alleged cases of precedents for betterment charges sec infra, 
op. 439-441. For the earlier Dutch precedent see infra, p. 436. Somewhat 
'analogous was the mediaeval pamge ns found in Paris, e. g., in the four¬ 
teenth century and later. Cf. M. G. Grandjean, Ohligalions el taxes de 
pamge el troUoirs. Andens mages, legislation, doctrine el jurisprudence 
actwUes. Paris, 1919, esp. pp. 13 et seq. 

»13 and 14 Chas. II., chap. 2, sec. 29. 
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“And whereas, the houses that remain standing . . . will receive 
much advantage in the value of their rents by the liberty of ayr and 
free recourse for trade and other convenicnees by such enlargement, 
it is enacted . . . that ... a jury . . . shall . . . judge and assess 
upon the owners and occupiers of such houses, such competent sum or 
sums of money or aimual rent, in consideration of such improvement 
and renovation as in reason and good conscience they sliall judge and 
think fit.” 

Five year.s later a similar act was passed, to provide for the 
rebuilding of the city of London after the great fin?. This con¬ 
tained an almost verbal repetition of the clause just cited. The 
changes were: first, that the charge was then to be made “in 
consideration of such improvement and melioration,” instead 
of “improvement and renovation”; and, secondly, that, whereas 
the charge of ir)()2 was to be assessed on the “ owners and occu¬ 
piers,” the new charge was to be levied on the “owners and 
others interested, of and in such houses,” according to “their 
several interests.” * That this law was not a mere dead letter is 
shown by a piissage in Pepy.s’ Diary where the actual operation 
of “the benefit of the melioration” is interestingly described.^ 

Thus, over two hundred years ago the principle over which 
so earnest a contest is now being waged was in full operation 
and in the very city where it is vehemently assailed as an unjust 
sy.stem of foreign importation. 

The law of 16C7 is interesting in another respect. Not only 
were new streets to be laid out, but the commissioners were em¬ 
powered to design and set out “the numbers and places for all 
common sewers, drains and vaults, and the order and manner 
of paving and pitching the streets and lanes within the said city 
or liberties thereof.” Then follows the significant section: 

“ For the better effecting thereof, it shall . . . l)e lawful ... to 
impose any reasonable tax upon all houses within the said city or 
liberties thereof, in proportion to the benefit they shall receive thereby, 
for and towards the new making, cutting, altering, enlarging, amend¬ 
ing, cleansing, and scouring all and singuhir the said vaults, drains, 
sewers, i)avements and pitching aforesaid.” 

Here not only is the word “benefit” used, but the charge is 
called a tax. Still more important is the fact that while the, 

' 18 and 19 Chas. IL, chap. 18, sec. 24. 

* Pepys’ Diary, under date Dec. 3, 1667. The passage is quoted in the 
London County Council’s Orange Book of Precedents, p. 37. 

• 19 Chas. II., chap. 3, sec. 20. 
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custom itself seems to have died out in England, this act was 
the model upon which was framed the first law providing for 
special assessments in America. The province law of 1691 of 
New York * followed the act of 1667 almost word for word; and 
from New York, the custom later spread all over the United 
States. The system of special assessments or “betterment,” 
although it fell into disu.se in the country of its origin,’* is thus 
primarily an English institution. 


11. Betterment and Taxation 

We now come to the question which really lies at the root of 
the whole controversy in England: Is the so-called “betterment 
tax” a true tax or “local rate”? What appears to be merely a 
question of terminology has led to a great deal of confusion. For 
if it is a tax or rate,** why should it be levied differently from 
other rates? And if it is not a tax or rate, under what authority 
can it be levied at all? 

We must revert to what has already been said in a previous 
chapter, but it is necessary to discuss the subject somewhat 
more in detail. 

As we have already seen, when the state makes the individual 
give up a part of his property, it does so primarily through the 
power of taxation, which in this wider sense denotes a forced 
contribution. Governments may levy, and have always levied, 

■ It is worthy of note, however, that we find two instances already in 
New Amsterdam in 1657 and 1660. The petition for paving the Heere 
Graft with stone asked “that each one benefitted shall be made to pay a 
proportion of the expense.” See Paulding, Affairs and Men of New Am¬ 
sterdam in the Time of Goremor Stuyvesant, 1843, pp. 14 and 16. Special 
assessments seem to have been fairly common in the towns of the Low 
Country. In Utrecht we find them in 1659 and 1661 under the name of 
Meliorations (i. e,, betterments). They can be traced back as far as the 
middle of the sixteenth century. In 1558 e. g,, they were employed by the 
town of Alkmaar to improve the market place. Eberstadt, Stddlehau and 
Wohnungsweeen in HoUand, 1912-14, vol. ii., 76 et seq. 

* In England wc find during the eighteenth century several paving acts 
applicable to London which levy the entire cost, or two-thirds of the cost, 
of the paving on the abutting property owners. Cf. Cannan, op. cU., 
pp. 128-129. 

* Cannan, History of Local Rales in England, p. 5, attempts to draw a 
distinction between rates and taxes when in reality he is merely distin¬ 
guishing between apportioned and percentage taxes. He is forced to the 
rather absurd conclusion that the national land tax in England is a rate! 
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these forced contributions according to different principles— 
either that of benefit, or that of ability. They may say to the 
individual: We arc performing a special service for you, and 
shall make you pay for this peculiar benefit which you derive; 
or they may say: we are expending certain moneys in the public 
interest, and shall ask you to pay your .share, according to your 
means. The latter payment is called a tax in the narrower 
sense of the word. The quc.stion at once presents itself: Ls not 
the former payment also a tax? 

The difficulty lu're arises from confounding special with gen¬ 
eral benefits. Tin- theory of benefits or of protection is true in 
the sense that if the government taxes the people, it is in duty 
bound to protect them and to confer upon them the advantages 
of good government. That is what is meant in America by the 
doctrine of “public purpose.” Taxes must be used for public 
purposes, and must confer upon the public the usual benefits of 
government. But this is not the theory of benefit as the term is 
commonly employed. The theory of benefit claims that the 
government must give to each individual a ri^turn equivalent 
to the tax he h.a.s jraid. If this means anything at all, it means 
that benefit and taxation arc correlative. In this sense, the 
claim is unfounded; for the government, when it levies a tax, 
never guarante('s to do a particular thing for the particular indi¬ 
vidual, or to confer upon him a special benefit. No one would be 
justified, legally or morally, in claiming a restitution of a tax 
because the action of the government was not worth quite so 
much to him as he thinks it is worth to his neighbor. The bene¬ 
fits of state action, for which a tax is paid, are quantitatively 
unmeasurable; or, so far a.s th('y may Ix^ measured, they accrue 
to the individual not as a special resrdt, but as an incidental 
result, of his participation in the common weal. The benefits of 
the army, of the juclicial system, of the consular and diplomatic 
service, and of all the other objects for which expenditures 
are made and taxes in general are levied, do not accrue to any 
one taxpayer more than to another. Even in local finance, where 
a general tax is levied to defray all the local expenditures, it 
cannot be maintained that the benefits arising from the action 
of the local judiciary, of the police, of the fire service, of the ^ 
board of health, or of the other departments of local government 
are separately measurable for each individual. One may value 
the benefits greatly, while another may feel less interest in that 
particular branch of the administration; yet this cannot be per- 
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mitted to change the measure of their obligations to the govern¬ 
ment. Every member of tne community for which these 
expenditures are made must contribute to these expenditures 
in proportion to his means to pay. If the government neglect 
its duty and fail in protecting his person from violence or his 
property from fire or from destruction, he may use his political 
rights in overturning or in improving the administration; but 
he has no shadow of a claim for a diminution of his tax rate. 
Protection and taxation, in this sense, are not correlative. 

We have thus far been dealing with general taxes, whether 
federal, state or local. A general t.ax is a tax levied for general 
public purposes. But it may happen that government desires 
to raise money for .some si)ecial purpose, and the tax is then 
called a special tax. Thus there may be a special tax levied upon 
the whole community to defray the cost of a war, or there may be 
a special local tax to defray the cost of some particular depart¬ 
ment. So, too, in a few of the American states, like New Jersey, 
we find not only a special school tax, but special taxes, of the 
same nature as the English local rates, for police or for lighting 
or for fire purposes. Here, indeed, a special section of the com¬ 
munity is singled out; and one area is subject to the poor rate, 
while perhaps another is subject to the watching or the lighting 
rate. The charge, however, is still a tax, levied according to the 
generally recognized criterion of ability; for although the par¬ 
ticular area which is benefited is put into a separate class, the 
benefits to the individuals of the class are general, not special, 
exclusive, or individual benefits. Although all the persons 
liable to this special tax are subject to the tax only because the 
section, as a whole, derives a benefit, yet each individual derives 
a benefit, if at all, simply as a member of the section; the govern¬ 
ment does not do any one particular thing for him, as apart 
from the other members of the .section. The “ rate ” is a 
special tax a.s opposed to a general tax, because it defrays a 
special expenditure of government; but as to every one within 
the section, the tax is payable whether the particular individual 
receives much or little benefit. 

In the poor rate, for instance, the original law expres.sly pro- 
, vided for assessments according to the ability of the parishioners, 
or, as it was subsequently expressed, ad statum et facultates of 
the inhabitants. The degree of benefit accruing to each rate¬ 
payer is immaterial; for the rate is levied on all the inhabitants 
according to the English test of ability to pay, which was origi- 
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nally general property, but which has since then been confined 
to productive real estate. 

On this poor rate all the other local taxes, with only one or 
two exceptions, were built up. Of the church rate nothing more 
need be said, .since it has alway.s been impo.sed on the same prin¬ 
ciple as the poor rate.' The sewers rate was originally levied by 
a law of 1427, which, as well as its successor of 1531, docs indeed 
speak of the benefits or advantages to be derivoxl. Some recent 
writers have been misled by this statement into the belief that 
it is a precedent for the principle of betterment. A careful 
reading of the original acts, however, proves that the benefit is 
jurisdictional only, i.e. that a certain district is to be selected 
whore the inhabitants derive a benefit from this governmental 
action, but that the rate or tax is to be assessed on each individual 
according to the quantity of his lands, irrespective of the degree 
of benefit conferred upon him." 

At that period the test of ability to pay was the quantity of 
land, but later the test became the rental value of the land. 
It has, moreover, been repeatedly decided that the sewers rate 
must be levied on the principle of ability, so that the official 

‘ Tlic church rate is said formerly to have been made by common estima¬ 
tion. “What principle this common estimation was founded on does not 
apircar, Imt it was always undoubtedly in reference ml statum el faculiales, 
that the burden was imposed.” Report of the Imw Cmnmissioners on Local 
Taxalion, 1843, Svo edition, p. 4.3. (f. ML, j). 22. 

2 The law of 1427 enjoins the commissioners “to enquire ... by whose 
default such damages have there happened, and who doth hold lands and 
tenements, or hath any common of pasture or fishing in those parts, or else 
in any wise have, or may have, the defence, profit and safeguard, as.wcll in 
peril nigh as from the same far off, by the walls, ditche.s, gutters, sewers, 
bridges, causeys and wears, and also hurt or commodity by the same 
trenches, and then to distrain all them for the quantity of their lands and 
tenements, cither by the number of acres or by their plow lands, for the rate 
of the portion of their tenure, or for the quant ity of their common of pastnre 
or fishing, together with the bailiffs of liberties and other places of the county 
and places aforesaid.” 6 Hen. VI., chap. 4. 

The law then directs the commksioners to make, repair, or cleanse or stop 
up the trenches, cte., “so that no tenants of lands or tenements . . . nor 
other of what condition, state or dignity, whiidi have or may have defence, 
commodity and safeguard by the aaid walls, ditches, etc. ... or else any 
hurt by the same trenches . . . shall in anywise be spared.” /Wd.,chap. 6. , 

The law of 1531 contains almost the same words, and .assesses the rate 
"after the quantity of their lands, tenements and rents, by the niimbcr of 
acres and purchase, after the rate of every person’s portion, tenure or 
profit.” 23 Hen. VIII., chap. V. There is no mention of any varying degree 
of benefit as the basis of the rate. 
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commission tells us that the sewers rate “is commonly imposed 
in exactly the same manner” as the poor rate.* 

Even American commentators have been led astray by the 
example of the .sewers rate.* It is true that landholders lying be¬ 
yond the area in (piestion cannot be taxed, because they do not 
belong to the class; but the cs.sential point is that all the members 
of the class are taxed, not according to the benefits they receive, 
but according to their abilities. The official commi.sHion tells 
us explicitly; “It is an indispensable condition (of the .sewers 
rate) that a person t;ixcd may by possibility receive benefit from 
the expenditure of the tax, and therefore holders of mountainous 
or high ground which cannot be surrounded, are in general 
exempt. Still, the exact measure of the benefit is not the measure 
of the liability to be taxed. 

■ Report of the Poor Imw Commissioners on Local Taxation, p. 22. 

* Cooley, Taxation, ctiiip. xx. Haumann, Betterment (189:J), p. 6, cor¬ 
rectly enough calts attention to this; “It is most importjint not to confuse 
rating zones . . . with betterment. All the individuals within a rating zone 
pay the .same proportion irrespective of the eptantum of benefit which each 
individual may receive, lint the quantum of benefit received by the indi¬ 
vidual is the essence of betterment.” 

’ Report of the Poor Imw Commissioners on Ijocnl Taxation, p. 6.5. The 
statement in the text is strictly true of the ordinary sewers rate. Yet in 
more recent years there i.s an occasional iastance of a charge under special 
sewers acts, where we find not only a .separate .area for the property bene¬ 
fited, but where it is permissible to levy a charge on each separate piece of 
land according to the benefits sp('cially derived. These i.solated examples 
would indexed be precedents for “betterment taxation” or assessment accord¬ 
ing to special benefit. .So the Metropolitan Stiwers Act. of 1848 gave the com¬ 
missioners power to levy the charge on the v.arious “lands or tenements in 
proportion to the several lengths of frontage abutting on such sewer as afore¬ 
said or when all the lands or tenements specially benefited or drained by 
such works, or when in any other ca.se an assessment according to frontage 
shall appear to the commissioner inequitable, then in such proportion as the 
commissioner shall determine, such lands or tenements to be benefited by 
such work." 11 and 12 Viet., chap, cxii., sec. 81. This is quoted in the 
Orange Book of the London County Council. Hut the compiler, Mr. Charles 
Harrison, docs not always adequately distinguish between such cases and 
many of the other so-called precedents, wheri; the matter of benefit is juris¬ 
dictional only. He may h.ave been led astray by the Rejmrl of, the Select 
Committee of the House of Lords on Conservancy Boards, 1877, no. 371, which 
, accepted the statement of one of the witnesses of “the principle introduced 
by the statute of Henry VIII., and observed ever since, of taxing in propor¬ 
tion to the benefit conferred in each particular case.” See Report, vi. The 
8.tatute of Henry VIII., as we now know, spoke only of a jurisdictional 
benefit. 

As to the later sewer acts, it has been repeatedly decided that “if prop- 
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A possible approximation to the principle of benefits is found 
in the English lighting and watching rates, where a distinction 
is drawn between land proper and improved property, and where 
the occupiers of land pay only one-third as mucli as the occupiers 
of houses and other buildings.' Whether this .act really had 
in mind the question of benefit at all is tloubtful. The question 
assuredly played no role in the adoption of the present rule under 
whi(;h the ordinary poor rate is charged upon only one-half 
of the ratealde value of land. Plven if the matter of benefit was 
considered in the lighting and watching rate act, it must be 
remembered that here there are still only two classes—lands 
and improvements—and that the charge upon the individual 
occupier is not proportioned to the special benefits he receives; 

erty is situiitc within the area benefited l)y thi^ .sowers, it inu.st contribute 
witliout any rcferenc:e to the amount of benefit derived." See Reg. ts. 
Head,;} B. & S. 419; 32 1., .1. M. C. 11.5; 9 Jur. (N. S.) 871; 8 L. T. 708; 11 
W. R. 339. Boyle and Davies, TItc Prindjdes of Rating praclicallij con¬ 
sidered, 1890, p. 420. 

Mr. Edwin Cannan, in Ids book mentioni'd above, which appeared since 
the above was originally published, seems to be guilty of the same confusion. 
In fact, he goes even further and seems to posit the benefit principle (better¬ 
ment) and the al)ility principle sw two contrasted, but historically almost 
equally valid bas&s of local taxation. ('/. The Hisionj of Lorai Rales in Eng¬ 
land, p. 50. As a matter of fact, however, with only two exceptions noted 
supra, II. 434, every one of tlm in.stanees of so-called benefit rates which he 
adduces is an example only of jurisdictional benefit,, 'riiiis the act providing 
for the rebuilding of the .Scarboro pier in 1540, printed in full in Cannan, 
pp. 3.5-37, mentions only that if the jiier were so repaired, all the lands and 
houses within the precincts of the town “ndght bo set or letten for much 
greater rents or farms,” and then proceeds to levy one-fifth of the rents on all 
owners irrespective of whether the particular rent wa.s increa.sed or not. The 
next case, the act of 1.506 for the jirescrvation of grain (op. oil., pp. 41^2), 
levies a tax on all lands according to qu.antit,y, to defray the expense of ex¬ 
terminating birds and vermin, irrespective of whether the particular piece 
of land was benefited or not. So the act of 1.5.55 for re-edifying forts in 
Scotland (Uml.) taxes all property owners in t he four count,ies .according to the 
size of their estates, their profits, or "other commodities there.” The few 
remaining cases mentioned by Cannan cannot even remotely be regarded 
as betterment rates. 

If the distinction between a special benefit and a jurisdictional benefit 
is borne in mind, and if, as is proper, the term "benefit principle” is re¬ 
served for the former, it will be realized that to put the benefit principle 
on an alleged equality with the ability principle in local taxation as Mr. 
Cannan does is to present a distorted view of (he real state of affairs.* 
Hallgarten, Die kommunale lieslcuerung des uneerdmilen Wertzuwachses in 
England, Stuttgart, 1900, pp. 40-47, accepts my position. 

I Lighting and Watching Act of 1833. Sec also 18 and 19 Viet., chap. 
120, sec. 165. 
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he is thrown into a general class with all others in the same 
category, and within this category every one pays according 
to his ability.* The lighting an.d watching act, however, being 
optional, is now in force only in a few hundred rural parishes, 
which have adopted it; and in most cases, as well as in all urban 
parishes, the lighting and watching rates, like all the other Eng¬ 
lish local rates, are at present commonly levied in exactly the 
same manner as the poor rate—that is, according to the ability 
of the rate-payer.^ 

The English rates are thus nothing but taxes—special taxes, 
it is true, but levied according to the principle of all direct taxa- 

' This is overlooked by Mr. Harrison in his collection of precedents in the 
Orange Book. 

’ " All these legal varieties are disregarded in practice,” and the rates are 
made "on the same persons, on the same ba.sia, and by the same scale as 
the poor’s rate.” Report of the Boor Lmo Commis-tioners on Local Taxa¬ 
tion, pp. 6.5, 67. The only exception to the rule that all local rates are 
assimilated to the poor rate is at present (1912) in addition to the lighting 
rate (for watching is of course obsolete since the advent of the ))olicc system), 
the sanitary rates, which are legally chargeable on agricultural land, rail¬ 
ways, etc., at one-fourth only of the rateable value. 

While the above-mentioned report, is exceedingly valuable for its facts, it is 
sometimes confus<;d in its economics. Thus we find the following passage:— 

" For any system of taxation to be fair, it must bear a proportion both to 
the benefit conferred upon the taxpayers by the expenditure of the tax and 
to the means which the person possesses of paying the tax. It is, however, 
in all cases found to involve insuperable practical difficulties to combine 
both these conditions in the imposition of a tax, and it seems most usual to 
assume that the benefit <lcrivcd is in proportion to the ability to pay, or 
that the ability to pay is in proportion to the benefit derived. In most of 
the local taxes the ability to i>ay is the standard of taxation. In some, however, 
where the taxpayer has a definable share of the benefit of the expenditure, 
the proportion of the benefit enjoyed is made the standard of taxation. In 
other casts both principles are attempted to be combined,” p. 43. 

As a matter of fact, the only examples of “benefit” adduced by the com¬ 
mission are the sewers rate and the lighting and watching rate. In the for¬ 
mer the a.sscsstnent by acreage is a.ssumed by the commissioners to repre¬ 
sent the principle of benefit; the assessment according to “profitableness,” 
the principle of ability. This is a mistake, because, as we have seen, taxa¬ 
tion of land by mere quantity was at one time everywhere the test of 
ability. In the lighting and watching rate “both principles,” we are told, 
“are adopted, though very clumsily and inadequately.” As has been ex¬ 
plained, however, in the text, there is no question here of assessment accord- 
< ing to special benefits to particular individu.als. Thus the only examples 
adduced by the commission admit of a different interpretation, and the com¬ 
mission itself states “that the whole of our local taxation is imposed either 
by law, or by usages regardless of the law, on the same basis as the poor's 
rate.” 
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tion, on faculty or ability to pay. Whether the local expenditure 
is defrayed by one general tax, as in some counties, or by a 
number of special taxes, as in Jlngland, is immaterial—in each 
case we are dealing with a tax proper.* 

But when we leave the principle of ability—as measured 
by property or by rental value or by any other test—and come 
to a payment which differs in each particular case, and which 
is projKirtioned to the special or exclusive benefit accruing to the 
particular individual, it is apparent that we are dealing with 
a very different kind of charge. Instead of the principle of 
faculty, we now have the principle of equivalents. The charge 
is not a rate or tax except in the wider sense that every com¬ 
pulsory charge levied by government may be called a tax, 
because it can be imposed only by virtue of the power of taxa¬ 
tion. As we have seen above, however, the taxing power may 
manifest itself in different forms; a local rate is an example 
of one form, a highway toll or a cab license fee of another, a 
betterment charge of still another. Few Englishmen would 
say that a highway toll or a cab license is a rate or tax; yet a 
toll and a tax diff(>r from each other scarcely more than do a 
local rate and a betterment charge. A local rate is levied for 
the purposes of the whole community or of a definite class of 
the community, according to the principle of capacity or ability 
to pay; a highway toll or a cab license fee or a betterment 
charge is imposed on particular persons for special benefits 
accruing to the individual as such. 

Thus the problem is solved. A betterment charge (or special 
a.s.sessment) is at once a tax and not a tax. It is a tax in the 
sense that all compulsory charges arc taxes, because they are 
imposed by the taxing power of government. But it is not a 
tax in the narrower and common sense of the term. It is not a 
tax in the sense that the income tax or the house duty is a tax; 
it is not a tax in the sense that a local rate is a tax; it is just 
as much or as little of a tax as a marriage license fee. If we 
persist in employing the term tax for all manifestations of the 
taxing power, it will be necessary to coin a new word for taxes 

■ Professor Bastable, PxMic Finance, p. 364, thus errs in stating that the 
English local rates are “measured for each payer by the benefit of the serv¬ 
ice,” and that “local taxation should be in proportion to advantage.” In • 
Rex vs. Mast, 6 T. R. 154, the principle of local taxation is laid down that 
“each inhabitant should contribute according to his ability, which is to be 
ascertained by his possessions in the parish.” C/. also Boyle and Davies, 
op. oil., p. 99. 
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in the narrower sense, as distinguished from fees and special 
assessments. It is the thing, not the name, that is important; 
and the confusion has arisen simply from the fact that we 
employ the same term, sometimes for the one conception, 
sometimes for the other. Much trouble would be avoided if 
the payment were called simply a betterment charge or a 
special assessment, as opposed to a local rate or tax.^ 

III. The Principle 

The theory of the betterment charge or assessment according 
to benefits is very simple. It rests upon the almost axiomatic 
principle that if the government by some positive action 
confers upon an individual a particular measurable advantage, 
it is only fair to the community that he should pay for it. The 
facts may be in (luestion, for it may happen that the particular 
advantiigo is only ostensible, or that the si)ecial benefit is not 
measurable. But the facts being given, the principle seems 
self-evident. 

In our discussion of the single tax, it was pointed out that 
there is a distinction betwe(>n unearned increment in general 
and the betterment [)rinciple in parti(!ular. The single tax on 
land values was found to be ineciuitable because benefit is not 

' TIic entire contention of Hauninnn, HHIcrnuml, IVorsmnoU, Reenup- 
ment (1894), p. 36, in opposition to Mr. Harrison's statement that better¬ 
ment in the United States has been dtwided not to be taxation, rests on a 
failure to observe the distinction mad(! in the text. ‘'.Special assessments” 
may indeed be “an exercise of the taxing power”; and yet “betterment” 
is not necessarily the same thing as “taxation.” iSo also Mr. Baumann’s 
criticism of Mr. Cripps’ distinction (|)p. 39-40) rests on a complete miscon¬ 
ception. 

This is a convenient place to call attimtion to the errors in Mr. Baumann's 
earlier book, Bellerment (1893). He entirely misunderstands .Judge Cooley 
in imagining that that author condemns the practice of estimating the bene¬ 
fits accruing to each lot .separately. As Mr. Rosewater points out in the 
Political Sdence QuartiTly, viii., p. 704, what Judge Cooley really disap¬ 
proves, and what is now quite generally held to be unconstitutional, is the 
practice of charging upon the abutting owner the cost of the particular im¬ 
provement in front of his lot oftly, without reference to the benefits along 
the whole line of the work—in fact, without apportionment. From this 
misconception, Mr. Baumann has fallen into grievous error. He also fails 
‘to distinguish the safeguards thrown about the exercise of eminent domain 
in the American commonwealths from the procedure required in levying 
special assessments. It is, in moat cases, merely an accident that the pro¬ 
ceedings for the two operations happen to bo joined together. 

There are many other mistakes in the volume, as, for instance, the state- 
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the general principle of taxation, and because, even if it were, 
it would not mean a single tax. The benefits of general govern¬ 
mental action are quantitatively unmeasurable; we do not, 
by paying taxes, purchase a definite amount of advantages 
from the government as wc buy a certain quantity of tea from 
the grocer. But if the government performs some special 
service for us, there is no reason why the public at large should 
pay for it; to the extent that the community as a whole is inter¬ 
ested in the service, it is proper that it should contribute to the 
expense. If it is wholly a matter of common interest, the 
community should pay all; if it i.s wholly a matter of individual 
benefit, the individual should pay all; if it is partly common 
and partly individual, the cost should be divided and the in¬ 
dividual should pay up to the amount of his measurable special 
benefit. In the one case, the expense is met by a tax or rate; 
in the second, by a fee or toll, or by a .special as.scssment or 
betterment charge; in the third, by a combination of both 
methods. To object to a betterment charge because it is not 
levied according to tin; principle of ability to pay is as illogical 
as to object to a tax because it is not levied according to the 
special advantage deriveti. We must not apply to one principle 
of public contribution the test peculiar to another principle. 

When, therefore, the local government performs a definite 
act and makes a definite exi)enditure the result of which is a 
clear and measurable accretion to the value of some particular 
piece of property, every (sonsideration of logic and justice de¬ 
mands a special contribution by the owner to defray this ex¬ 
penditure. 

As a principle, this is really no longer debatable. Even so 
conservative a body as the Committee of the English House 
of Lords, after hearing all the arguments in opposition, has 
recently come to the conclusion that— 

“The principle of betterment—in other words, the principle that 
persons whoso property has clearly been increased in market value by 
an improvement effected by local authorities should specially contrib- 

« 

ment that special assessments are unconstitutional in Minnesota (p. 76); 
that their constitutionality is still doubtful in Illinois (p. 76); that Adam 
Smith lays down value as the only standard by which taxes can be appoW 
tinned (p. 81); and that American judRcs allow special assessments for 
benefit with reluctance (p. 100). On p. 80 we find the same confusion as 
that alluded to above in the later work. Most of the objections in this 
later book are too frivolous to deserve any reply. 
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ute to the cost of the improvement—is not in itself unjust, and such 
persons can equitably be required to do so.* 

This concession practically marks the close of the contest 
on the question of principle, in England. The methods of 
carrying out the principle are indeed debatable; but in its 
broad lines, the theory is now accepted in the chief quarter 
where opposition could be expected.'* 

A subject much discussed in connection with betterment 
is that of “worsernent.” If an individual has to pay for a 
benefit, it was claimed that his neighbor should be recom¬ 
pensed for damages to his property, caused by a public im¬ 
provement. The committee, however, decided that injury to 
property was to be taken into account only when a betterment 
charge was imposed upon the same owner for benefits accru¬ 
ing to his property in the immediate neighborhood, by the 
very same improvement. Further than, this it was unwilling 
to go. As it has been well said, it is nothing less than a grotesque 
absurdity to suggest the creation of now vested interests in 
the perpetuation of such public evils as overcrowded and 
insanitary slums and in circuitous modes of communication.’ 
In the Tower Bridge Act of 1895, as well as in the Standing 
Orders of the House of Lords adopted in July, 1895, the legit¬ 
imacy of “worsernent” has been recognized, but only within 
the above very narrow limits. 

A plan sometimes urged as calculated to attain the same 
results as the betterment system is that of “recoupment.” It 
has occurred that in making an improvement the municipal 
government or other public body has taken more land than 
was actually necessary, and after the execution of the work 

* Report of the Select Committee on Town Improvements, 1894, p. ill. 

• The IcRislative history of betterment in England is interesting. The 
first bill was the .Strand Improvement bill of 1890, in which the betterment 
provisions inserted by the London County Council, and adopted in the 
chairman’s draft report, were struck out by the Select Committee of the 
House of Commons. The next was the Cromwell Road Bridge bill of 1892, 
in which the betterment clause was struck out by the committee by a 
majority of one. Then came tho London Improvements bill of 1893, pro¬ 
viding tor a new central street from the Strand to Holborn. This passed the 
House of Commons but was defeated in the House of Lords’ committee. 
Finally came the Tower Bridge Southern Approach bill of 1894, which after 
various mutations was approved by the House of Ijords’ committee, and be¬ 
came law in 1895, as 58 and 59 ’(fict., ch. exxx. In this act the payment 
is termed an “improvement charge.” 

’ G. H. Blunden, Local Taxation and Finance, 1895, p. 95. 
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has sold the land at a higher price, thus retaining for the com¬ 
munity the increment in value. In was shown by the testimony 
before the Lords’ committee that, as a matter of fact, these 
transactions had generally resulted in loss rather than in gain; , 
but it was claimed that this was due in large part to certain 
defects in the law. The committee reported itself “as not 
satisfied that it has ever been tried imder circumstances cal¬ 
culated to make it successful.” ‘ Subsequent experience with 
the principle, however, has proved to be far more satisfactory 
and the recent successful application of the principle in the 
construction of the Kings Highway in London and in various 
other notable improvements has thus paved the way for what 
is now being strongly urged in many American states under 
the name of “excess condemnation.” ^ 

It is evident, however, that the real difficulty with betterment 
lies in the details of its execution. In the United States, where 
the .system has for a long time been thoroughly at home, it has 
been deemed sufficient to approximate roughly to the benefits 
conferred. In no department of public contribution is it ever 
possible to gauge with precision the exact relation of the individ¬ 
ual to the public purse. With special assessments, as with other 
operations of public finance, the best that governments can do 
is to reach substantial justice. The decision is left to the legally 
constituted authorities, and the assumed benefit, which is to 
guide the authorities in their decision, is not always nece.ssarily 
the exact actual benefit, a fair approximation to the real benefit 
being now considered adequate for practical purposes. This 
result, however, has been reached only after considerable expe¬ 
rience. 

In England, on the other hand, where the principle has only 
recently been introduced, far more solicitude is shown, because 
the opposition of the vested interests is naturally stronger. 
The committee recommended certain rules, most of which have 
been incorporated into the Tower Bridge Act of 1895, which are 
intended to limit the charge to the amount of actual benefit, and 
to protect the owner against any possible abuse of the system. 

* “No sufficient power has ever yet been given to the local authorities to 
become possessed of the improved properties without buying out all tb« 
trade interests—a course which is inevitably attended with wasteful and 
extravagant expenditure.” Report, no. 10 (of recommendations). 

•This principle was adopted by constitutional amendment in Ohio 
in 1912. 
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He must be notified not only of the proposed charge before the 
commencement of the projected improvement, but also of the 
alleged increase in the value of his property within some reason¬ 
able period after the completion of the work.' Furthermore, if 
the owner objects, the matter is to be decided by an arbitrator 
or a jury, the costs being borne in general by the local authority. 
Finally, if the owner still thinks that the charge exceeds the 
enhancement of value to his property, he may demand that the 
local authority purchase the property at its market value." 

These provisions are interesting, the last being almost identi¬ 
cal with the provisions of the recent New Zealand law explained 
in another chapter. In New Zealand, it is applied to progressive 
taxation; in England, it is recommended for the betterment 
charge. In each case it is simply a protection of the individual 
against arbitrary administrative action. The other provision 
as to costs seems to be a little unfair to the government, as it 
puts a premium on litigation and is calculated to interfere with 
the prompt completion of the work. All these points are, how-' 
ever, matters of detail which can easily be adjusted. 

The Tower Bridge Act of 18!),5 was the first of the new Eng¬ 
lish laws to incorporate the betterment principle. A few years 
later the same principle was recognized in the London County 
Council Improvements Act of 1897,^ followed by a similar act 
in 1899.'* In fact between 189.5 and 1902 there, were no less 
than nine London County Council Improvements acts which 
provided for betterment charges. But from then to the end 
of the decade the pace seems to have slackened and we find 
no more improvement acts at all. In 1909-1910, for instance, 
the receipts from betterment charges in the budget of the 
London County Council amounted only to the paltry sum of 
£395 out of a total revenue of £11,988,699.^ The system 
seems, however, to be making its way slowly throughout the 

’ "The period should not be so short that the effect of the improvement 
could not be adequately teatal, and it should not be so long as to make the 
property intended to be charged suffer in its market value by the suspension 
of the decision as to the charge.” Report, no. 3. In the Act of 1895 the 
limits are twelve months and three years. ,58 and .59 Viet., ch. exxx., sec. 
36 (4). 

(; * Report, no. 7. The clause as adopted in the Act of 1895, sec. 36 (9), pro¬ 
vides that the option of selling must be exercised before the arbitration. 

* 60 and 61 Viet. ch. eexlii., sec. 42. 

* 62 and 63 Viet. ch. cclxvi. 

‘ London Statistics, 1910-1911, vol. 21, p. 413. 
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country, for the Housing and Town Planning Act of 1909 which 
is of general application, contains the following clause: 

“ Where by the making of any town planning scheme any property 
is increased in value, the responsible authorities, if they make a claim 
for the purpose within the time (if any) limited by the scheme . . . 
shall be entitled to recover from any person whose property is so in¬ 
creased in value onc-half of the amount of tltat increase.” ‘ 

Allowance, moreover, is made: for this in the new land value 
taxes referred to below,^ by the following provision: “When any 
capital sum or any instalment of a capital sum has been paid 
to any rating authority in respect to the increased or enhanced 
value of any land due to any improvements made or other action 
taken by the authority, the amount of that capital sum shall 
be deducted ’’ in estimating the increment value duty or site 
value duty or reversion duty.^ 

The benefit principle, even though it is not applicable to 
taxation proper, has thus its undoubted place in the sphere of 
local revenue. That it is liable to abuse may be conceded; * but 
so is the principle of ability to pay. Taxes, like special assess¬ 
ments, have not always been levied with perfect fairness; but 
the departure from fairness must in these two cases be measured 
by entirely different standards. The system of special assess¬ 
ments, as has already been pointed out,’’ embodies a part at 
least of the truth in the unlearned increment doctrine. Dr. 
Rosewater puts the point admirably as follows:® — 

“ Special assessment undoubtedly transforms a certain part of the 
enhancement of land values from an unearned increment into an earned 
increment. It does thi.s at the very time that the benefit arises, thus 
avoiding every taint of confiscation of vested interests. Through it 
may be secured the chief advantages of the appropriation of the future 
unearned increment, without destroying the healthful stimulus arising 
from the private ownershii) of landed property. The total increase 

' Ed. VII., ch. xliv., see. 58, subsec. (3). 

* Cf. infra, chap. xvii. 

» The Finance (ISOD-iaiO) A d, 1910, 10 Ed. VII., ch. viii., sec. 36. 

* For a history of these abuses, set? Rosewater, Special Assessments, chap, 
iii.; also iMd., pp. 142-144. 

‘ George A. Black. The History of the Mimidpal Ownership of La,id or^ 
Manhattan Island, p. 78. Columbia University Studies in History, Eco¬ 
nomics and Public Law, vol. i., no. 3. 

* Rosewater, Special Assessmimls, p. 140. Cf. the articles on “The Bet¬ 
terment Tax,” by the Duke of Argyll and by John Rae, in Contemporary 
Review, vols. Ivii. and Iviii. 
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is seldom appropriated, but only so much as is required to defray that 
share of the cost of the particular improvement which may represent 
the special benefit conferred. We have here no uncharitable begrudg¬ 
ing of all rise in value due to conditions other than those created by 
the party who reaps the advantage. All that is demanded is that when 
a person secures an enrichment to his astate, and the expense, if not 
borne by him, must be borne by some one,—in this instance, the tax- 
paying public—he shall make compensation therefor. This is the true 
equitable principle. The contributor pays not alone because he ob¬ 
tains a benefit, but because that benefit is joined to an expense the 
burden of which finds a fitter re.sting place upon his shoulders, than 
upon the shoulders of others not specially benefited.” 

In the United States the betterment principle has long been 
firmly rooted in the revenue system; and although there may be 
particular cases in which it has not worked well, the evidence 
of experience and the popular verdict as to the methods em¬ 
ployed are overwhelmingly in its favor. On the continent of 
Europe the system is now fast spreading because of the growing 
importance of municipal finance and of the more careful analy¬ 
sis of its underlying principles. England, which has taken the 
lead in the reform of the national fiscal system, cannot afford 
much longer to lag behind in the movement for the just distribu¬ 
tion of local burdens. Without the application of the betterment 
principle, such justice can scarcely be secured. 



CHAPTER XVI 


RECENT REFORMS IN TAXATION. I. THE REFORMS 

OF 1893-1895 

Industrial democracy is responsible for many changes, but 
few are more significant than those elTected in the fiscal methods 
of recent times. In framing theise newer systems modern nations 
have been confronted by two fundamental problems. The first 
is that of bringing about greater justice in distributing the 
weight of taxation among different classes of the community; 
the second is that of correctly apportioning the burdens among 
the various spheres of government. 

The second problem, although of less importance in national 
than in federal states, has everywhere attracted an increasing 
amount of attention, owing to the demands made by industrial 
life upon political organizations, and to the growing complexity 
in the relations between co-ordinate and subordinate govern¬ 
ments. In former times, when local expenditures were insignif¬ 
icant, and when the geographical aspect of industrial relations 
was simple in the extreme, the question of the due apportion¬ 
ment of public revenues among independent or overlapping 
jurisdictions scarcely existed. 

Important though this be, the growth of indu,strial democracy 
has brought into still more prominent relief the difficulties of 
the first problem. Revenue methods, as they came down to us 
from bygone centuries, were defective in one of two ways. 
In some cases they were simply survivals of a system originally 
just, but which was calculated for more or less primitive eco¬ 
nomic conditions, or at all events for an economic life which, 
whether primitive or not, was fundamentally different from 
that of modern industrial society. Since political conditions, 
and therefore fiscal measures, depend in last resort largely on a 
social and economic relations, it was but natural that the revenue 
system should become antiquated, and that what was conceived 
in justice should ripen into practical injustice. In many places 
to-day the fiscal demands of the new social democracy are legiti- 
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mate protests against the continuance of mediaeval 
in modern life. 

In other cases, revenue systems were painfully lacking in 
another way. It is unfortunately true that the dominant social 
class has often succeeded in strengthening its hold by thoroughly 
selfish fiscal expedients. In such cases there wtis no pretence of 
equity even in the original imposition of the system. It did not 
need to grow bad, because it was bad from the very start; it 
was based not on justice, but on might. With the growth of 
industrial democracy, however, the maintenance of the old-time 
abuses became increasingly difficult; one by one they were 
recognized as such, to be lopi)e(l off at the first opportunity. 
In order to establish the long-delayed equities, it was necessary 
not only to pull down but to build up. Some, at lesist, of the 
recent changes which in themselves seem extremely radical, will 
therefore appear less extreme when regarded as parts of a larger 
whole—as a sort of compensation for what there is still left of 
injustice in exi.sting systems. 

Thus it is that tax reform is everywhere in the air. Demanded 
in some countries because of the divergence between economic 
conditions and fiscal methods, it is urg('d in others as a concession 
to those who have hitherto had less than justice. In both cases 
it is a product of modern industry and of modern democracy. 

In this chapter it is proposed to call attention to the great 
changes introduced toward the close of the nineteenth century 
in such widely different countries as England and Holland, New 
Zealand and Prussia—changes, all of them effected within a 
period of scarcely more than twelve months, and springing from 
the same general desire to realize the principles of justice in the 
relation of the citizen to the public purse. 

I. England 

As in so many other domains of political science, England 
has here again taken the lead. The English are not much given 
to abstract reasoning in politics; but in the practical working 
out of political ideals, England has usually led the way. In 
finance she has taken a similar lead. She was the first important 
nation to re.strict the scope of taxes on consumption and to 
introduce the income tax; and during the nineties, while scien¬ 
tists the world over were debating the problem of lessening 
the burdens on the lower and middle classes, she boldly took 
steps which in many other countries would, to say the least. 
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have been deemed premature. The three great reforms accom¬ 
plished in England in 1894 were the extension of the inheritance 
tax, the introduction of the progressive principle, and the increase 
of the minimum of subsistence. Let us discuss these in turn. 

The principle of the inheritance tax was not new in England; 
but its application had hitherto been very unsatisfactory. What 
are generally called the death duties were until the recent change 
composed of the following elements: (1) probate duty, a tax 
of about three per cent on personal property passing by will or 
intestacy; (2) account duty, a similar tax on gifts of personalty; 
(3) legacy duty, practically a tax on collateral successions to 
personalty, graded .according to ndationship; (4) succession 
duty, as altered in 1888, a t.ax on realty, settled personalty and 
leaseholds, with higher rates for collaterals than for lineals; (5) 
estate duty, an additional tax, since 1889, of one per cent on all 
estates, real and personal, over £10,000. These five taxes really 
consisted of two cla.sscs: the one, represented by the probate 
duty, being a tax on the total amount of the property, irrespec¬ 
tive of the m.anner in w'hich it was divided, or of the persons to 
whom it went; the other, represented by tin; legacy and succes¬ 
sion duties, being a tax not on the body of the estate, but on the 
separate sh.arcs received by collaterals and outsiders. These five 
taxes constituted a complex whole, bristling with anomalies 
and inequalities, of which the most important was the distinc¬ 
tion made between rc.alty and personalty, the latter not only 
being taxed more heavily, but being subject to more complicated 
and burdensome rules. The act of 1894' endeavored to remove 
these inequalities by imposing, in lieu of most of the previously 
existing taxes, a new estate duty. 

This estate duty is a t.ax on the capital value of all property, 
real or personal, which p.asses on th(' death of any person. The 
taxes abolished are the probate duty, the account duty, the 
estate duty of 1889, the succession duty on lineals and the addi¬ 
tional sticcession duty of 1888, all of which merged into the new 
estate duty. The only old duties which continued were, as we 
shall explain in a moment, the legacy duty, and, in certain cases, 
the succession duty. 

Under the former system personal property was rated at its 

' The Finance Act, 1894, 57 and 58 Viet. ch. 30. Cf. A. T. Layton, The 
Finance Act, 1894, rdaiion to the New Estate Duties, with introduction 
and explanation. See also Table of Income Tax imposed by the Finance Act, 
1894, with full text of act relating to Iruxrme Tax and notes of explanation. 
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capital value, but realty was estimated at a fictitious sum accord¬ 
ing to the annual value and the varying degrees of interest in the 
property. In some cases the tax was charged only on the value 
of a life interest in the property; and where there was no annual 
value, as in the case of lands held for speculation, there was no 
tax at all. All these differences were removed by the new taxj 
which is levied on the market value of the property, In the 
same way the tax on realty could formerly be paid in instalments, 
while that on personalty was paid in a lump sum; but now, in 
order to equalize the taxes, interest is charged on the amounts 
remaining due until the final instalment is paid. Again, whereas 
formerly the instalments payable on realty lapsed with the 
death of the person primarily liable, they are now a charge on the 
estate and cannot be avoided. Finally, the tax applies to all 
death-bed gifts, which arc defined to comprise any gift of realty 
or personalty made within twelve months of death. 

It is somewhat confusing to find side by side with this estate 
duty a so-called settlement estate duty; but the explanation 
is simple. It is a common practice in England to tie up prop¬ 
erty by means of settlements, so that the beneficiary is not 
at liberty to dispose of the property itself, but enjoys only 
some interest in it, whether for life or for a term of years. It 
is readily perceived that, if each beneficiary were called upon 
to pay the tax on the total value of the estate, an injustice 
would result, especially if there should be more than one dev¬ 
olution under the same settlement. It is therefore provided 
in the new law that the estate duty shall be payable only once 
on the value of the property, which shall then be exempt from 
further payment during the continuance of the settlement. 
In consideration of this exemption and in order to obviate in 
part any diminution in the total yield, an additional tax of 
one per cent, called the settlement estate duty, is imposed on 
the principal value of the property so settled. An exception 
is made in the case of husbands and wives; and it is further 
provided that the additional duty shall not lx; payable more 
than once during the continuance of the settlement. 

Another point worth mention involves the question of double 
taxation. In the original draft it was proposed to tax the 
..property, wherever situated, of a person domiciled in Great 
Britain. It was pointed out, however, that this might involve 
double taxation where the foreign country itself imposed an 
inheritance tax on the property lying within its borders. The 
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bill was, therefore, amended so as to permit the amount of 
the foreign tax to be deducted from the sum payable by the 
estate in England. This is a simple solution of the question. 
It may also be added that the tax does not apply to property 
left to the central or local governments, to universities, to 
certain pen.sions, or to single annuities not exceeding £25. 

The most significant feature of the new estate duty was 
the final acceptance of the graduated scale or the system of 
progressive taxation. Under the preceding laws there was 
indeed an exemption for very small sums; but that did not 
mean progressive taxation projicr. In the law of 1894 the 
tax began with a rate of one per cent and increased in twelve 
successive stages until it rf>achcd eight per cent. Estates under 
£100 were not taxed at all; from £100 to £500 the rate was one 
per cent, but so arranged that estates under £300 made a fixed 
payment of 30s., while estates between £300 and £500 were 
charged a fixed sum of 50s. Obviously the rate was more than 
one per cent on the lower figures of each class. Above £500 
the rate increased until the maximum rate was reached at estates 
over one million pounds.' Even these figures do not adequately 
represent the real charge; for it mast be remembered that, 
in addition to this new estate duty, there still exist a legacy 
duty and a sU(rcession duty. The legacy duty is a tax at the 
rate of three, five, six and ten per cent, graded according to 
relationship on personal property going to collaterals. The 
succession duty as changed by the same law" is a similar tax 


' The exact figures are:— 
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applicable to realty. The two duties together form a collateral 
inheritance tax, which must be paid in addition to the estate 
duty, with the important exception that estates not exceeding 
£1,000 are subject only to the latter. The net result is that in 
the law of 1894 the rate of inheritan(!e tax varied from one to 
eighteen per cent of the value of the property. 

These are remarkable figures, considerably exceeding those 
to be found at that time in any other important country.^ 
When almost one-fifth of the property is taken by the state, 
as is the case with large fortunes going to outsiders, we are ap¬ 
proaching Bentham’s i)rinciplc of escheat. Compared to the pal¬ 
try amounts levied by inhiiritance taxes in America at that time, 
the English figures are certainly .striking. The introduction of 
the progressive [jrineiple wa.s indeed hotly opposed, and the cry 
of socialism was raised, but all in vain; for the Chancellor of the 
Exchequer regarded the principle of progression as firmly estab¬ 
lished by the weight of recent economic authority. He even went 
so far as to say that it was equally applicable in principle to the 
income tax, and that the sole reason for his not introducing it 
there was of an administrative nature.The definite acceptance 
of the progressive principle in English politics marks a most 
important step in the history of public finance.® 

Side by side with thi.s extension of the principle of ability 
to pay, went its enlargement in another direction. Under 
the inheritance tax the large amounts have to pay increased 

But as lineal issue and ancestors were exempted when the property paid 
probate duty, so the exemption now continues, since the new estate duty 
replaces the old probate duty. The succession was levied at a higher rate, 
and under different conditions; but it is now exactly the same as the legacy 
duty. They are maintained a.s separate duties simply bccau.se of the body 
of legal decisions that has grown around them. 

* In some of the Australian colonics the rates were slightly higher. In 
Victoria estates of £100,000 paid ten per cent direct tax; and in Queensland 
the highest rate for collaterals was twenty per cent. The Swiss canton of 
Uri went even higher. 

* In answer to the question why the income tax should not be graduated, 
he replied: "In principle there is nothing to be said again-st such a system; 
inde^ there is every argument in its favor. The difficulties which lie in its 
way are of an administrative .and a practical nature, which as yet I have 
not been able to find means to overcome. ”—Bitdgel Speech, April 10, 1894, 

iiHansard, p. .502. 

* The fear that the new tax portended a breaking up of the large landed 
estates turned out to be groundless. The lawyers soon devised schemes of 
settlement which succeeded, in part, at lea-st, in mitigating the rigor of the 
law. 
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rates; in the income tax, where this was deemed impracti¬ 
cable, a somewhat similar result was reached by making 
the smaller amounts pay decreased rates. As a result of 
successive changes, the tax had been so arranged that in¬ 
comes below £150 were entirely exempt, while incomes between 
£150 and £400 received an abatement of £120. Under the 
new law the desire to case the burdens on the lower chisses 
resulted not only in an increase of the total exemption, but 
in an addition to the abatements and in an enlargement of 
the classes to which abatement is accorded. The limit of 
total exemption was now fixed at £100; incomes between £160 
and £400 received an abatement of £160; while incomes be¬ 
tween £400 and £500 were p<!rmitted to deduct £100. To 
use technical language, while the progressive principle was 
introduced in the inheritance tax, the degressive principle was 
extended in the income tax. Both are manifestations of the 
idea of graduation, according to the doctrine of faculty in taxar 
tion.* 

One other change deserves mtmtion. The landowners made 
a strenuous opposition to the equalization of the “death duties,” 
maintaining that ri'al estate already paid more than its share 
in ihe shape of local rates. To this objection two arguments 
were opposed. In the first place it was by no means proved 
that the weight of the local taxes rests on the landowners. 
Not only were the taxes levied on the occupier, so that the 
incidence was only partly, if at all, on the owner; but the land- 
owner was largely exempt from what are known in America 
as special assessments. Secondly, it w'as contended that there 
would be a better prospect of .securing an equitable system of 
taxation if each tax wert; made just in itself, without regard 
to the others. Yc-t attention was so far paid to the cry raised 
by the landowners as to lead tlu; gov(?rnmcnt to diminish the 
burden of the income tax resting on them. It had long been a 
complaint that real estate was assessed in schedule A at its 
gross income, not at its net income, thus not permitting de- 
ductioiK for repairs. Under the new act the assessment may 

' A few years later, namely in 1898, this principle was still further ex-, 
tended. The abatements on incomes below £400 remained the same, but on 
incomes from T400-.500 the abatement was increased from £100 to £150; 
and two new grades were introduced, incomes between £500-600 enjoying 
an abatement of £120, and incomes between £600 and £700 receiving an 
abatement of £100. 



458 


ESSAYS IN TAXATION 


be reduced by one-eighth in the case of farms, and by one-sixth 
in the case of other buildings. This is at once a substantial 
concession to the landowners, and a decided improvement in 
the theory of the tax itself. But the change in schedule A and 
the great extension of the exemption and abatements promised 
so materially to diminish the yield that it was deemed nece.ssary 
to increase the rate from sevenpence in the pound, or less than 
three per cent, at which it had stood .some time, to eightpence, 
or three and one-third per cent. 

Finally, attention must be called to the provisions affecting 
the relation between local and national revenues. For some 
time there has been growing dissatisfaction with the burden 
of local taxation. Beginning in the thirties an attempt was 
made to remove this in part by the device of grants-in-aid, 
or subsidies from the general government to the local bodies, 
which were increased from time to time.* In 1888, Mr. Go- 
schen altered the arrangement by allotting to the local lx)dies 
certain definite revenues hitherto accruing to the imperial gov- 
ermnent. These consisted of the greater part of the excise 
licenses, henceforth known as local taxation licenses, and in 
addition one-half of the probate duty as then levied. The 
law of 1894 virtually maintained this arrangement by appro¬ 
priating out of the new estate duty to the reduction of local 
taxation a sum of one and one-half per cent on the net value 
of the property which, but for the substitution of estate duty, 
would have been chargeable with probate duty. Sir William 
Harcourt made no attempt, however, to reconsider the whole 
question of the relation between general and local taxes, but 
expressly left it oj)en for future discussion. Further consider¬ 
ation of this point—perhaps the only important point in which 
the English system is still defective—cannot much longer be 
delayed. 

It may be interesting to note the financial results of these 
measures. While the income tax at thh old figures was es¬ 
timated to produce slightly over fifteen millions sterling, the 
increase of rate was almost counterbalanced by the changes 
above alluded to. Thus while in 1894 the yield with a Id. rate 
iwas £15,337,000, in 1895 with an 8d. rate the yield was only 
£15,856,000. On the other hand, whereas the “death duties” 
had been yielding about £10,000,000, the new system con- 

* For a detailed history of these see Grice, National and Local Finance, 
LondoD, 1911. CJ. also Sidney Webb, Grants in Aid, 1911. 
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siderably increased the yield, so that in 1895-96 the revenue 
amounted to over fourteen millions sterling. As, however, about 
two and a half millions went to the reduction of local taxation, 
the net increase to the imperial treasury was not very great. 
The new measures were, therefore, intended not so much to pro¬ 
duce more revenue as to introduce more justice and to equalize 
the burdens on the various classes of taxpayers. 

The new budget thus marked a turning-point in English 
finance, and proved itself very popular.' To have swept away 
the anomalies of a great system of taxation, to have definitely 
introduced the principle of progression, to have removed in¬ 
equalities in the income tax, and to have greatly increased the 
minimum of exemption,—these are achievements on which any 
finance minister might pride himself. The name of Sir William 
Harcourt, it may safely be affirmed, will not be forgotten in 
the annals of British finance. 

II. New Zealand 

While England was battling with these problems, a similar 
movement was going on at the antipodes.^ In New Zealand, 
as in all early communities, the original source of revenue was 
the general property tax. But this, having obviously become 
unsuitable to modern conditions, was modified in several direc¬ 
tions. The three important changes in the early nineties were 
the enactment of the income tax, the .adoption of the system of 
graduation, and the exemption of improvements from the land 
tax. 

The first step in the movement w.as the passage of “The Land 
and Income Assessment ” act of 1891A tax on land values had 
been imposed as far back as 1878. The rate was one halfpenny 
in the pound on the capital value of all real estate, less the as¬ 
sessed value of the improvements. This law, however, proved 
to be very unpopular, .as a hardship upon the farmers. Accord¬ 
ingly in the following year, 1879, the land tax was abolished and 
was replaced by a general property tax of one penny in the pound 

• The issues in the electoral campaign of 189.5 did not turn on the budget. 
Both parties were committed to the income tax, to the “death duties,”^ 
to the principle of graduation, and to the reform of local taxation. 

’ The present chapter deals only with New Zealand. For the movement 
in Australia proper, see the following chapter. 

• An act to regulate the assessment of land and income for the purposes 
of taxation. Sept. 8,1891. 
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on all property, real and personal, over £500. Although this 
tax worked fairly well at first, it soon followed the u^al history 
of the general property tax; and as personal property slipped 
out of the assessment lists, the burden carac to be felt severely 
by the farmers. Accordingly, after a long agitation, the general 
property tax was in turn abolished. Although the new law of 
1891 imposed a tax on land, the government was careful not 
to repeat the mistake of 1879, and therefore coupled with the 
land tax a tax on incomes from all other sources than land. The 
income tax and the land tax were really distinct measures, 
although they were generally coupled together, and were dealt 
with in various sections of the same act; but, although dis¬ 
tinct, they were complementary. In framing a scheme of in¬ 
come taxation, three possible methods may be followed. We 
may attempt to reach the income as a whole, from all sources, 
and have a general income tax; or we may separate the sources 
of income and IcA^y a distinct tax on each, :is on land incomes, 
on business incomes, on professional incomes, and so forth; 
or, thirdly, since the yield of land everywhere forms so important 
a share of national income, we may split the tax into only two 
parts, one of which endeavors to liit the income from land, 
while the second is intended to reach all the other forms of in¬ 
come. Since the selling value of real estate, in modern com¬ 
munities where land is continually bought and sold, is approxi¬ 
mately the capitalized value of the income, it makes little 
difference whether we assess the land on its income value or on 
its property value. New Zealand, following the example of 
some of the Swiss commonwealths, adopted this third method; 
that is. New Zealand endeavored substantially to reach the 
entire income by levying a land tax on the capitalized income 
from land, and by assessing the income from all other sources 
through the so-called income tax.* 

The income tax is levied on corporations (or “companies”) 
and individuals. The former are taxed on their net income, but 
the security holders are then exempt. In most cases profits 
* The colony of Victoria shortly thereafter followed the other principle in 
levying a general income tax. By “the Act to impose a Tax on Incomes,” 
Jan. 29,1S9.5, incomes below £200 were free; on incomes from personal exer- 
‘ tion, the rate was fourpence per pound up to £1,200, sixpence per pound up 
to £2,200, and eightpcnce per pound on larger amounts; on incomes from the 
produce of property within Victoria the rates were exactly double. These 
rates were subsequently changed in 1903-5, although the principle was 
retained. 
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from mortgages are not included in income, because mortgages 
are treated as interests in land and are accordingly subject to 
the land taxd 

Individuals are assessed on their income derived either from 
business, or from employments or emoluments. This last cate¬ 
gory is very broad, including profits from “the exercise of any 
profession, employment, or vocation of any kind, or from any 
salary, wages, allowances, pension, stipend, or charge or annuity 
of any kind not charged on land.” In order to prevent double 
taxation, however, it is provided that when any business or 
other income is derived from land, a sum equal to five per cent 
on the value of the land assessment may lx; di'ducted from the 
taxable income. Not only private corporations, but all local 
authorities and individual employers, arc required to furnish 
full lists and salaries of persons employed by them. The Income 
tax is payable only on the excess over £300, and certain minor 
deductions are allowed. Tlu; rate is fi.xed by periodicid acts, 
according to the needs of the colony; in 1893 - it was fixeni at a 
shilling in the pound, or five per cent. In the case of private 
individuals, incomes from £300 to £1,000 are charged two and 
one-half per cent, while the full rate is a.ssessed only on the 
excess above £1,000; in the case of corporations the rate is uni¬ 
formly five per cent. The £300 exemption is accorded only to 
persons domiciled or permanently re.sident in the colony. 

The second half of the general scheme of taxation is the land 
tax. An important and valuable feature of the law is the treat¬ 
ment of mortgages, which are regarded for the purposes of taxa¬ 
tion as real estate. The landowner is taxed on the value of the 
land, less the amount of the mortgage whi(;h is required to be 
registered; and the mortgagee is taxed on the value of the mort¬ 
gage. Land under £500 in value is exempt, and accordingly the 
exemption is accorded to mortgages of the same amount. The 
mortgage, however, is assessed to the mortgagee at its actual 
value—a provision of importance when the value of the security 
does not equal the mortgage debt. The result is that the govern¬ 
ment gets its tax on the whole value of the land, that there is no 
double taxation on the mortgagor, and that the mortgagee or 

' But under a later amendment, banking, loan, building and investmeifl, 
companies must include in tlieir return of income the income from mort¬ 
gages, and are liable for income tax, not for land tax. Cf. the Land and In¬ 
come Assessment Act Amendment Act, Oct. 2,1893. 

* An Act to impose a Land Tax and an Income Tax, Oct. 6,1893. 
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owner of personal property loaned on the land must bear his 
due share of taxation. The law does not attempt to consider 
the ultimate incidence of the tax. The provisions apply, as 
pointed out above, to corporations as well as to individuals, with 
the exception of banking and loan associations. 

An interesting section is that dealing with the tax on improve¬ 
ments, which arc defined to include “houses and buildings, 
fencing, planting, draining of land, clearing from timber, scrub, 
or fern, laying down in grass or pasture, and any other improve¬ 
ments whatsoever, the benefit of which is unexhausted at the 
time of valuation. ” In the original law such improvements were 
exempted up to the vahu! of £3,000; but under the amendment 
of 1893 the excmiition was extended to the value of all improve¬ 
ments, of whatever amount, the tax now being levied only on 
the bare value of the land. The significance of this change will 
be estimated in a moment. 

The most important feature of the new legislation is the adop¬ 
tion of the progressive; system. The Australasian colonies had 
been growing restless under the gradual aggregation of land into 
the hands of a few projirietors, and some; of them have attempted 
to check the process liy a system of [erogressivc inheritance taxes, 
like that introdueeel into England. In New Zealand, however, 
the situation was especially acute. Two-thirds of on<! per cent 
of the landowners held forty per cent of the land values; and 
one-eightieth of the rural landholders own(;d two-fifths of all 
the land values. It was, therefore, decided to impose a pro¬ 
gressive tax on living landholders, instead of on the estates of 
deceased property ovvners. Accordingly in 1891, a graduated 
tax was imposed in addition to the ordinary land tax. The latter 
was fixed at one penny in tin; pound, while the additional gradu¬ 
ated tax began at an eighth of a penny and rose to a penny and 
six-eighths. In 1893, however, the rate of progre.ssion was still 
further increased, in order to obviate any diminution of revenue 
which might result from the complete exemption of all im¬ 
provements. Accordingly, the additional tax was made to vary 
from one-eighth of a penny to twopence in the pound, with the 
result that the largest estates now paid a total land tax of three¬ 
pence in the pound.' But the tax was even larger than would 


1 The scale as amended in 1893 was as follows:— 

When the value is ^5,000 and less than £10,000 

“ “ “ “ 10,000 . 15.000 

“ " “ •* lo.OOO “ •' " 20,000 

. 20.000 . 25,000 

** “ “ 25,000 . 30,000 


one-eighth o' a penny, 
two-eighths of a penny, 
three-eighths of a penny, 
four-eighths of a penny, 
hve-eightbs cf a f^nny. 
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appear from these figures, because of the provision that in the 
case of the graduated tax the value of the mortgage could not 
be deducted from the value of the land. Deduction was per¬ 
mitted only in the ordinary land tax, or in the ease of estates 
under £5,000 in value. On the other hand, the mortgage itself 
was never liable to the graduated bix. We thus have for the 
first time in any English-.speaking country a graduated scale in 
a direct property tax. England and her colonics led the way not 
only in progressive inheritance taxes, but also in progressive 
property taxes. The drift is unmistakable. 

It might be thought by some that the adoption of this progres¬ 
sive land tax implied a process of confiscation by tin; government. 
In order to preclude all possibility of such an interpretation, the 
New Zealand law had inserted aningtnious clause, which reminds 
us in some respects of the avrlSocK in ancient Athens. If a 
man thought that he had been assessed too high for the ex¬ 
traordinary property tax or liturgy, as compared with a neighbor 
who had been passed over, he could call upon the latter to assume 
the tax; and in case of the neighbor’s refusal, la; could demand 
an “exchange of ]3roperty,’’ out of the ])ro(a'eds of which the 
tax was defrayed. In New Z(>aland tlu' government takes the 
place of the third party. In other words, if a taxpayer thinks 
that he is a.ssessed too high, lie can (^all U])on the government to 
purchase his land at his own original valuation; he has the 
alternative to pay the tax at the official valuation or to sell the 
land at his own valuation. It is readily seen that in this way no 
property can be confiscated. On the other hand, the govern¬ 
ment in its turn may ])urchas(‘ the; land at the as.sessed valuation 
plus ten per cent additional, in case t lu' owner will not consent 
to the official valuation. As a matter of fact, advantage was 
soon taken of the provision in tlu' case of the so-called Cheviot 
estate, of over 84,000 acre's, which was rchurnc'd by the owners 
in 1892 at £260,220, but which was assessed by the gov¬ 
ernment at £304,826. The government refused to reduce the 
assessment, and the owners called on the; government to pur- 


When the value is £30,000 and lean than £40,000 

" “ “ 40,000 . 50,000 

** « ** " 50,000 “ “ “ 70.000 

“ « « •• 70.000 “ “ “ 90,000 

« •* “ ” 90,000 “ " “ 110,000 

« ” 110,000 " " “ 130.000 

« “ “ “ 130,000 “ " “ 150,000 

** « “ “ 150,000 “ " “ 170.000 

•* ** ** “ 170,000 ’* “ “ 190,000 

*♦ « " 190.000 . 210.000 

“ “ * 210,000 or excot'ds that sum 


six-i'iithths of a penny. 
sf-von-eighthH of a penny, 
one penny. 

one penny and ono-eighth. 
one penny and two*cighthB. 
one penny and threetdahths. 
one penny and four-eighths, 
one penny and 6ve-ciMtbs. 
one penny and six-eighths, 
one penny and seven-eighths, 
two pence. 
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chase the property. This was done in 1893, and the govern¬ 
ment thereupon proceeded to carve it up into small plots and 
gradually to dispose of it.* 

It remains to estimate the meiining of the exemption of im¬ 
provements. The American newspapers were filled with ac¬ 
counts of the introduction of the single tax in New Zealand, 
and the enthusiastic followers of Henry George were jubi¬ 
lant. But when the law and the official reports are carefully 
scrutinized, the enthusiasm seems to Ire somewhat misplaced. 

There can indeed be little doubt that Mr. George’s views 
e.xertcd some influence in the enactment of the law. It must, 
however, be remembered in the first place that New Zealand’s 
earlier land-value tax had been imposed in 1878, b(;fore Mr. 
George’s first pamphlet had even seen the light; and in the 
second place that the provisions of the law may be explained 
without any reference to those particular views. In young and 
rapidly growing communities, concessions are frequently made 
which would be out of place amid more settled industrial condi¬ 
tions. Thus the social effects of taxation or of the remission of 
taxation are clearly recognized in the laws of some American 
states, which e.xempt from assessment for a limited period new 
industrial enterprises, timber lands and various kinds of improve¬ 
ments on land. There is in such cases no implication that the 
owners of these establishments or forests or improvements are 
free from fiscal obligations toward the state; for to the extent 
that they have property or income, they also are ultimately 
liable. But it is deemed so desirable to foster these new forms 
of enterprise that the community as a whole is willing to bear 
the additional temporary Inirden in order to realize more perma¬ 
nent benefits. The government of New Zealand stated at the 
time the bill was introduced that their object was to induce 
large landowners to improve their lands, and thus to bring about 
an increased national production.^ Looked at from this point 
of view, there is much to be said for the provision, which, how¬ 
ever, does not mean that the small farmer was as greatly bene- 

■ Financial Statement in Committee of Supply by the Colonial Treasurer, 
1893, p. 19, Wellington, 1893. 

* “It will be admitted that the repeal of the tax on improvements should 
have the effect of encouraging the owners of large properties to expend 
money in improving their land, and thereby add to its productiveness. This 
would be a direct advantage to the colony as a whole, both by causing an 
expenditure on labor, and by adding to the products.’’— Financial State¬ 
ment in Committee of Supply, 1893, p. 18. 
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fited as some might imagine. The official assessments show that, 
whereas in the country districts or counties the unimproved 
value of the lands exceeded the value of the improvements, the 
reverse was true in the towns or boroughs. The figures for 1893 


are as follows:*— 

Vai.db or Uniuprovro 

Actual Value Impiiovbmbnts Value 

Counties .... £85,818,167 £27,922,735 £57,880,233 

Boroughs .... 36,400,802 18,442,.502 17,907,662 


Totals . . £122,225,029 £40,;56,5,297 £75,787,895 


That is to say, in the boroughs the improvements were worth 
actually more than tlie bare land, wliilc in the country districts 
the land was worth more than twice as much as the improve¬ 
ments. 

The claim of the single taxers that the farmer will benefit 
at the expense of the city lot-owner is therefore questionable in 
New Zealand as indeed it is in other parts of the world.' The 
figures show that the object of the law was not so much to 
discourage the urban landowner as to reach the large rural 
proprietors. As between the small farmer and the city land- 
owner, the law was distinctly unfavorable to the former, for 
the exemption of improvements removed over one-half of the 
townsman’s tax, but less than one-tliird of the farmer’s tax; 
that is, it relatively incro.ased the t.ax of the farmer. Were 
the land to be owned by small farmers, the system would 
have been unpopular; but it is precisely because the land is not 
owned by small farmers that tht; law was enacted. The exemp¬ 
tion of improvements was a corollary of the graduated tax on 
land. When any part of the improvements was exempt, the 
tax was graduated; and when the exemption was made complete, 
the scale of graduation was increased. 

The claim that the new law meant the introduction of the 
single tax is still further weakened by the fact that it went hand 
in hand with the extension of the income tax on other sources 
than on land. Finally, the contention that there now was any 
single tax at all in New Zealand is rendered absurd by the fact 
that in 1894 the revemies from the land amounted to £285,000 
out of a total revenue of over four and a quarter millions, the* 
larger part of which was derived from indirect taxes. In other 

' New Zealand Official Year Hook, IS9S, by E. J. von Dadclszen, p. 429. 

* Supra, pp. 86-91. 
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words, the “single” tax yielded about six and a half per cent of 
the colonial revenues, and of course, when we take into account 
the local revenues, composed chiefly of the general property 
tax, a much smaller proportion of the total income. The reader 
is thus in a position to judge how much foundation there is for 
the statement that the prosperity of New Zealand wsis to be 
ascribed to the “single” tax. Tlie real intent of the new legisla¬ 
tion was to make the large property owners pay more than they 
had hitherto been l)aying, .and to .subject to taxation other classes 
that had .hitherto been exempt.' It was thus an attempt to 
realize*the principle of faculty in taxation. 

III. Holland 

In the review of the tax reforms in England .and New Zealand 
we have seen that the changes were largely the outgrowth of 
popular agitation; in the states now to be di.scussed the reforms 
were more directly the result of scientific discussion. This is 
especially true pf the Netherlands, where the tax laws in question 
were due to N. G. Pierson, the author of the ablest Dutch treatise 
on economics and finance. Mr. Pierson was at one time a 
university professor, and was for many years the president of 
the Bank of the Netherlands. For several decades he h.ad been 
devoting hinaself to the consideration of fiscal problems, and when 
in 1891 he was made Minister of Finance, he immediately set 
about the task of bringing the tax system more into accord with 
the demands of modern theory. In his budget for 1892 he 
sounded the keynote of the new program—a more equitable 
distribution of the burden of tiixation—claiming that the poorer 
classes were taxed too much, and the wealthy too little. The 
problem was how to re.store an equilibrium. 

The Dutch revenue system was composed in large part of 
indirect taxes. Import duties, it is true, were very light, but 
the internal revenue or excise taxes were still burdensome. The 
direct taxes comprised, as in France and some other countries, 
a land tax, a business tax, and a “personal tax” calculated ac¬ 
cording to house rent. The business tax had grown to be very 
unequal, being based on rough outward signs; and the personal 
tax, which took the same proportion from large and small 

' “The end sought to be attained by the whole scheme is to compel con¬ 
tribution to the requirements of the state according to the ability of those 
who are called u|)on to contribute thereto.” “Statement by the Commis¬ 
sioner of Taxes in New Zealand,” N. Z. Official Year Book for 1894, P- 44. 
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rentals, proved to be a serious drain on the poorer classes. 
Whole sections of the population, moreover, were virtually 
exempt. Mr. Pierson therefore proposed a four-fold reform:— 

(1) The abolition or decrease of the more vexatious excise 
duties; (2) the enlargement of the business tax into a general 
income tax; (3) the reconstruction of the personal tax through 
the introduction of a progressive scale and through other 
changes; (4) a reform of local taxation so that the local and 
general taxes together might form a harmonious whole. Of 
these reforms only the first two were accomplished, when the 
ministry was overthrown on an entirely dilfercnt point Yet 
even these partial reforms represent a distinct step in advance 
and deserve our attention. ‘ 

The first step was the reduction in the excise duties. In 1892 
the excise on soap was abolished, and that on salt was reduced 
from nine to three florins per hundred kilogrammes. The vexa¬ 
tious registration duty on the transfer of land was lowered from 
6.27 to 2.15 per cent, or in the c:i.se of a second transfer within 
the same year from 1.09 to 0.40 per cent. With the exception 
of a minor tax on meat, there were then left only the duties on 
spirits and on sugar, which were retained as in other countries 
as essential features of the tax system. This reform in itself 
proved to be a distinct relief to the poorer classes. 

Of more importance were the changes made in the direct taxes. 
The business tax, akin to the French palentes, had become in 
many ways inadequate and unjust, and was now to be replaced 
by a tax on the actual, rather than on the assumed, income and 
was furthermore to be extended so as to reach income from other 
sources than from business. Pierson deemed it wise to separate 
this tax into two parts, one of which should apply to the income 
from property alone, while the other should include all other 
incomes. In the first case, however, it was thought best to 
make the tax in large part one on the property itself, rather tlian 
on the income from property. The earlier law thus provided 
for what is termed the property tax.^ 

The question that immediately presents itself is: Why should 

> The best account of the changes, of the discussion in parliament and 
of the previous attempts at tax reform, will be found in an elaborate • 
article by G. M. Boissevain, "Die neueste Steuerreform in den Niedcr- 
landen,” in Finam-Archiv, vol. xi., pp. 419-746. This also contains the 
text of the laws themselves. 

* Act of Sept. 27, 1892. 
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there be a separate property tax? The answer is: largely for 
administrative purposes. The administration of the tax would 
thereby be put into the hands of officials already familiar with 
the land and inheritance taxes, while the income tax would natu¬ 
rally fall to the officials acquainted with the business tax; 
secondly, the local authorities might desire to add a percentage 
to the property tax rather than to the income tax; thirdly, it 
would be the most convenient method of providing for a different 
or higher taxation of income derived from property than of in¬ 
come derived from labor. In addition to these points the rather 
doubtfpl argument was advanced that the same amount of 
capital affords different rates of income according to the varying 
security of the i)rinci])al, and that the poor man who cannot 
afford to make much of a choice generally prefers securities 
with higher rates of interest; to tax income instead of capital 
would thus lx; to favor the rich man. Finally, in answer to the 
objection that a non-dividend-yielding security would also be 
taxed, it was urged that this coukl not be avoided even under 
an income tax; for if the capital value of a security should fall 
in any one year more than the amount of the interest or of the 
ordinary dividend, the income tax would be paid not from 
income, but from capital. 

Dubious as some of these reasons were, they found favor with 
parliament. Even in the property tax, however, the principle 
of income was not wholly abandoned; for in the case of real es¬ 
tate the capital value was fixed at twenty times the annual rev¬ 
enue, unless the owner elects to be assessed according to selling 
value. It may be said in passing that the property tax applies 
only to individuals, not to corporations; and that furniture, 
objects of art, scientific apparatus, life insurance policies and 
a few other categories' are not yet included in taxable property. 

A point of considerable importance is that the old land tax 
is levied in addition to the property tax. The landowners 
had for many yc-ars blocked the way to any change in the sys¬ 
tem by asserting that to tax their land by the land tax and 
again by the property tax would involve gross double taxation. 
Mr. Pierson, however, had long ago espoused the capitalization 
theory of the land tax, and had maintained that an exclusive 
‘ tax on land becomes a kind of rent^charge, depressing the sell- 

‘ Such as articles of food; the right to pensions or annuities; property of 
which the usufruct is enjoyed by some one else; debts, wages and other 
income which is yet due. 
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ing value of the land by a sum equal to the capitalization of 
the tax. The new purchaser, he argued, makes an allowance 
for the tax in the purchase price, and buys to that extent an 
exemption from future taxation. Since, therefore, all other 
owners of property were to be taxed for the first time, it would 
be unjust to exempt the landowners from the property tax. 
The land tax is a rent-charge; the property tax is a real tax. 
The situation was deemed to be the same as in England, where 
the land tax exists side by side with the income tax on land. 

Were this chapter anything more than a bare summary 
of recsent legislation, it might be shown that there was a partial 
fallacy in Mr. Pierson’s reasoning. For the theory of amortiza¬ 
tion, as it is called, holds good only on the assumption that 
the land tax is exclusive; while, as a matter of fact, even under 
the old Dutch system, there was also a tax on bu.siness or busi¬ 
ness property. Be that as it may, Mr. Pierson’s argument 
])revailed; but several concessions were made to the landed 
interest. The rate of the land tax was reduced from seven to 
six per cent; the transfer duties on land wore abolished; the 
official assessment of land for the property tax was purposely 
kept somewhat below the actual value; and land used for agri¬ 
culture, by a legal fiction to be state<l in a moment, was exempted 
from the income tax. In these several ways it was sought to 
remove the imputation of double taxation. It may be ques¬ 
tioned, however, whether this object was entirely attained. 

The fundamental feature of the new system is the co¬ 
ordination of the proiKjrty tiix with a complementary income 
tax, for the purpose of reaching through a combination of the 
rates the entire taxable faculty of the individual. The official 
name of the income tax is “tax on income from occupations 
and other incomes,’’ * although it is generally called the business 
tax. The tax is levied on all “gains and wages,’’ which are de¬ 
fined to include “the amount of all net revenues from business, 
trade, manual labor, occupation or enterprise from temporary 
work or activity of any kind, from contractual or non-contractual 
profits, whether in cash or in securities.” The law applies 
to corporations as well as to individuals, while the property 
tax applies only to individuals; but if the corporation pays 
the income tax, individual security holders are exempted. In 
order to obviate the double taxation which would result from 
taxing business capital through the property tax and business 
‘ Belasting op bedrijfs- en andere inkomsten. Act of Oct. 2, 1893. 
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profits through the income tax, recourse is had to an expedient 
so familiar in Switzerland and also practised in Massachusetts. 
The property tax is,presumed to reach an income of four per 
cent; hence the income tax is payable in almost all cases only 
on the surplus profits above four per cent. In this way the 
property and the income taxes together are deemed to reach 
the whole income. ‘ In the ca.se of capital invested in land, the 
income is declared to be legally equivalent to four per cent. 
Agricultural capital is hence exempt from the income tax, as 
it had previously been free from the business tax, although the 
land is liable to botli the property and the land tax. 

In respect of the rate of taxation the new Dutch laws recog¬ 
nize the principle of differenti.ation as well as of progres,sion. 
To differentiate the rate by taxing incomes from property 
more heavily than incomes from labor was, as we know, one 
of the avowed reasons for the enactment of the two .separate 
laws, and did not meet with much opposition. But when the 
project of graduating the tax was introduced, the discussion, 
as in all such cases, grouped itself about two main points. 
On the one hand the partisans of a strict proportional rate 
maintained that progres.sion means socialism and confiscation; 
on the other hand the extremists declared their belief in the 
socio-political theory of taxation, according to which pro¬ 
gressive taxation should te utilized as an engine to remove 
inequalities in fortune. Pierson took the middle ground, de¬ 
claring his opposition to both these theories and maintaining 
that a moderate progre.ssion was a logical conclusion from the 
theory of faculty in taxation. “Progressive taxation,” as he 
put it, “must never be a principle (as the socialists would have 
it), but only the application of a principle.” 

The practical arrangement was as follows: Property under 
13,000 florins is entirely exempt; from 13 to 14,000 the tax is 
fl. 2; from 14 to 1.5,000 it is fi. 4. If the property exceeds fl. 
15,000 but is less than fl. 200,000, the tax is 1.25 per mill for 
the surplus over fl. 10,000. Property of fl. 200,000 would 
therefore be taxed fl. 237 H - For every fl. 1,000 above fl. 200,000 
there is an additional tax of fl. 2. In other words, there is a 
deduction in all cases for a certain part of the property (fl. 
"10,000); there is a complete exemption for a minimum of sub¬ 
sistence (fl. 13,000), and an abatement for a somewhat larger 

*For a fuller discusaion of this arrangement from the standpoint of 
theory, see supra, p. 102 and pp. 274-276. 
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amount (fl. 15,000); and finally there is a slightly progressive 
rate. For if income on property is reckoned a.s four per cent, 
the property tax of 1.25 per mill (on sums below fl. 200,000) 
equals an income tax of three and one-eighth per cent; while 
a property tax of two per mill (on sums above fl. 200,000) 
equals an income tax of five per cent. Owing to the deduction 
of fl. 10,000 as well as to the complete exemption of fl. 1.3,000 
and the abatements for fl. 13,000 and fl. 14,000, the property 
tax computed as an income tax would vary from zero to almost 
five per cent. This will be seen from the following table:— 


Propehtv. 

Tax. 

Amount 

Percentaob 

fl. 

fl. 

pEu Mill. 

OF Income. 

12,000 

0 

0 

0 

13,000 

2 

0.15 

0.37 

14,000 

4 

0.29 

0.72 

1.5,000 

6.25 

0.11 

1.02 

20,000 

12..50 

0.62 

1.55 

2.5,000 

18.75 

0.75 

1.87 

50,(M)0 

50.00 

1.00 

2.50 

100,000 

112..50 

1.12 

2.80 

1.50,000 

175.00 

1.17 

2.92 

200,000 

237.50 

1.19 

2.97 

210,000 

257.50 

1.23 

3.07 

220,000 

277..50 

1.26 

3.15 

250,000 

337.,50 

i.;i5 

3.37 

500,000 

837..50 

1.67 

4.19 

1,000,000 

1,8,37..50 

1.84 

4..59 

3,000,000 

5,837.50 

1.95 

4.86 

5,000,000 

9,8:i7.,50 

1.97 

4.92 

10,000,000 

19,837.50 

1.98 

4.96 

20,000,000 

39,837.50 

1.99 

4.98 


In the income tax it was proposed to observe the same prin¬ 
ciple of graduation, but the rate was to he less. Since fl. 200,000 
is equivalent to fl. 8,000 income, the original plan was to tax 
incomes from labor above a certain minimum two per cent 
up to fl. 8,000, and three and one-fifth per cent above that, 
instead of the three and one-eighth per cent and five per cent 
rates of the property tax. That is, incomes from labor were 
to be taxed three-eighths less than incomes from property. 
It was decided, however, to make the minimum of subsistence, 
higher in the income tax than in the prope-rty tax, partly because 
of the existence of indirect taxes, partly for other reasons. 
The consequence was the necessity of two schedules in the 
income tax, one for incomes from labor alone, and one for 
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taxpayers already subjected to the property tax. In the former 
case the tax is levied only on the surplus alx)ve fl. 650; but as 
the property tax is levied only on the surplus above fl. 10,000 
(which corresponds to an income of fl. 400), the tax on incomes 
from property is levied on the surplus above fl. 250 (or the 
difference between fl. ()50 and fl. 400). The higher rate, there¬ 
fore, begins in this case not with fl. 8,000 (as in the case of labor 
incomes), but with fl. 8,200. This would result in the following 
schedules, which, although seemingly complicated, are the 
results of simple computations:— 

Schedule B (for those liable also to tho Property Tax). 

Schedule A. When Property amounts to When Property varies 

Incomes from Labor. fl. 13,000 or fl. 14,000. between fl. 15,000 and fl. 200,000. 


Income. 

fax (in florins). 

Income. 

Tax (in florins). 

income. 


Tax (in florins). 

650 

to 

700 

1 

250 

to 

300 

2 

250 

to 

300 

1.25 

700 

(( 

750 

2 

300 


350 

2.75 

300 

« 

350 

2 

750 

(( 

800 

2.75 

350 

<< 

400 

3..50 

350 

4( 

400 

2.75 

800 

n 

850 

3.50 

400 

<( 

450 

4.25 

400 

H 

450 

3.75 

850 

a 

900 

4.25 

450 

(( 

500 

5 

450 

l( 

500 

4.25 

900 

(( 

950 

5 

500 

ii 

550 

5.75 

500 

il 

550 

5 

950 

li 

1000 

5.75 

550 

(( 

600 

6.50 

550 

l< 

600 

5.75 

1000 

a 

1050 

6.50 

600 

n 

650 

7.25 

600 

ll 

650 

6.50 

1050 

a 

1100 

7.25 

650 


700 

8 

650 

ll 

700 

7.25 

1100 

(( 

1150 

8 

700 


750 

8.75 

700 

(1 

750 

8 

1150 

(( 

1200 

8.75 

750 

(( 

800 

9.50 

750 

ll 

800 

8.75 

1200 

u 

1250 

9.50 

800 

(4 

850 

10.25 

800 

ll 

850 

9.50 

1250 

(( 

1300 

10.25 

850 

(1 

900 

11 

850 

ll 

900 

10.25 

1300 

it 

1350 

11 

900 

H 

950 

11.75 

900 

ll 

950 

11 

1350 

u 

1400 

11.75 

950 

(( 

1000 

12.50 

950 

ll 

1000 

11.75 

1400 

u 

1450 

12.50 

1000 

(( 

1050 

13.25 

1000 

il 

1050 

12.50 

1450 

n 

1500 

13,25 

1050 

M 

1150 

14 

1050 

ll 

1100 

13.25 

1500 

u 

1600 

14 

Over 

1050 

14+ 

1100 

ll 

1200 

14 

1600 

n 

8200 

14+ 

2 florins lor 

every 

Over 

1100 

14+ 


2 per cent on surplus hundred florins on 2 florins for every hun- 
over fl. 1500. surplus over fl. 1050. dred florins on surplus 

Over fl. 8200, fl. 148 But if the income, over fl. 1100. 

-t-3.20 per cent on sur- together with 4 per But if the income, 
plus over fl. 8200. cent on the taxable together with 4 per 
property, exceeds fl. cent on the taxable 
81.50, a. tax of 1.20 property, exceeds fl. 
per cent is payable 8200, a tax of 1.20 per 
on the excess. cent is payable on the 

exce,ss. 

When property exceeds fl. 200,000, the tax is 
3.20 on every hundred florins income over fl. 
200 . 
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It may be said, in passing, that there are two additional 
schedules in the income tax; corporations being taxed in all 
cases two and one-half per cent, and foreign travelling sales¬ 
men paying a fixed tax of fl. 15. Of the administrative features 
of the laws the chief point is that the returns both of property 
and of income rest on the principle of self-assessment, supple¬ 
mented by careful official scrutiny. 

After the passage of these two acts Pierson prepared to 
undertake the reform of the personal tax and of the local revenue 
system. He had gone so far as to contemplate the introduction 
of the progressive scale into the tax on house rentals; but before 
the bill could be discussed and before his wider plans for other 
changes were completed, he was compelled to resign for reasons 
entirely disconnected with these financial problems. 

The reform of the Dutch tax system was thus only partial; 
but enough was accomplished to entitle Pierson to a high 
place in the ranks of fiscal reformers. The exaggerated burdens 
on the lower classes were lessened, the tax on incomes was 
generalized and eiiualized, and the principles of progression 
and of differentiation were introduced; in short, a notable step 
was taken toward the realization of the doctrine of faculty. 
Although open to criticism in some of its details, the change 
represents undeniable progress. 

IV. Prussia 

While England, Holland and New Zealand were occupied 
chiefly with the reform of general state taxation, Prussia was 
fortunate enough to take one step further and to address her¬ 
self to the solution of a problem which the reformers in other 
countries declare to be their next point of attack. The reform 
of lo(!al ta.xation, and the establishment of proper relations 
between the general and the locfil revenue systems constitute 
problems which to-day confront all counf.ries; for no really 
harmonious system of taxation can ever be attained until the 
claims of conflicting or overlapping jurisdictions are satis¬ 
factorily adjusted. In federal states like Germany, Switzerland 
and the United Statens the matter is complicated by the demands 
of the central government; but m all countries the fiscal rela* 
tions between the state and the local spheres of government 
are more or less confused and unsatisfactory. The immense 
increase in local needs has everywhere so pushed this problem 
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into the foreground that the solution inaugurated in Prussia is 
a matter of far more than mere local importance. 

In order to understand the situation, it is necessary to dwell 
for a moment on the Prussian tax system. In Prussia, as well 
as in the other Gorman states and in most of the remaining 
countries of the continent, the state system had been based on 
the principle of taxing product. The old general property tax 
long since disappeared and was replaced by a system which 
attempted to reach the constituent elements of produce. In¬ 
stead of taxing a man personally on his property, the plan was 
to tax the various sources of revenue themselves. The thing, 
and not the person, was primarily resixmsible; and therefore 
the new taxes received the name of real taxes, as compared with 
the former personal taxes.* These taxes on product {Ertrag- 
steuern) as they are called in Prussia, or real taxes {impols reels) 
as they are called in Prance, everywhere included taxes on the 
product of land, of buildings and of business. In addition to 
these, one or two other taxes were sometimes utilized, to 
round out the system. What was omitted in the three taxes 
above was the product of money lent at interest and the produce 
of labor. Some of the German states therefore, desiring to be 
logical at all costs, added a t;ix on interest {Kapitalrerdensleuer) 
and a tax on wages {Lohn- und Besoldungsleuer). In most 
cases, however, the wages tax was omitted because the laborer 
already bore more than his share, and the tax on interest was 
replaced by a more general tax which endeavored in some way 
to reach the individual condition of the taxpayer. Thus in 
France shortly after the Revolution the “personal and mova¬ 
bles” tax was introduced, which tried to reach individual ability 
through expenditures; ^ while in Prusisia the three taxes men¬ 
tioned above were supplemented by a class tax, which was to 
reach the taxpayer in some rough proportion to his revenue. 

In the course of time, however, it came to be recognized 
that product was for many reasons too rough a test of faculty; 
and the tendency, recent evidence of which has been seen above, 

‘ This nomenclature must, of coursi!, not be confused with that sometimes 
anployed in America, where real taxes mean taxes on realty, and personal 
taxes denote taxes on personalty. 

i * In France, it is true, there was an additional tax, “ the door and window 
tax.” But all French writers confess that it is indefensible and it, like the 
other “real taxes,” was abolished in 1917 when the income tax was in¬ 
troduced. 
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was to replace product by income. Thus, the class tax in 
Prussia was somewhat modified as early as 1821 in the direction 
of an income tax, until after successive changes in 1851 and 1873 
it became a complete general income tax in 1891. The land, 
house and business taxes were nevertheless retained. This 
mixture of taxes on product and on income was recognized as 
illogical, but was defended on the ground that the government 
could not yet dispense with the former. At the same time the 
business tax was radically reformed, so as to afford a far more 
accurate criterion of real business income. Finally, the same 
year, 1891, saw the recasting of the old probate duties into an 
inheritance tax, which especially with the amendments of 1895 
became a modern collateral inheritance tax with rates graduated 
from one to eight per cent according to relationship. The reform 
of the taxes on income, business and inheritances, while exceed¬ 
ingly important, will be passed over here, partly because the 
laws were enacted several years earlier and have been treated as 
separate measures i4sewhere,^ and partly because the principles 
involved are about the same as those alluded to in tin; reform of 
Dutch taxation. Above iill, the nvil significance of the recent 
Prussian legislation Ih's in a different domain. 

The Prussian legislator, in desiring to reform the whole tax 
system, was confronted by several tasks. In the first place, 
in order to realize the principle of the taxation of jxjrsons rather 
than of product, it was neccsssiry to su|)plement the income tax 
by some other, so that their joint yield would render it possible 
to dispense with the taxes on product; secondly, it was nec¬ 
essary, as in Holland and elsewhere, to provide for a differen¬ 
tiation lus well as for a progre,ssion of taxation; thirdly, since 
local needs differ from general needs, a distinction had to be 
drawn between the sources of local anil general revenue. Sep¬ 
arate taxes thus had to be assigned to each sphere of govern¬ 
ment activity. 

Let us see how these several tasks were accomplished. Just 
as the English reforms were largely the work of Harcourt, 

* For the income tax cf. Seligman, The Income Tax, 1911, pp. 2,50-258. 
For the business tax, cf. J. A. Hill, “The Prussian Business Tax," Qwor- 
terly Journal of Earnmnia, viii., p. 77. The most elaborate treatment of 
the subject is to be found in two articlra by Professor A. Wagner, “Di* 
Reform der direkten Staatsbesteuerung in Preussen im Jahre 1891,” Finanz- 
Archiv, viii., pp. 551-810, and xi., pp. 1-76, Cf. the articles by Jaatrow, 
"Studien zur preussischen Einkommensteuer,” in JahrbUdier fir National- 
Skonomie und Statiatik, Iviii., pp. 634,839, and lix., p. 75. 
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and as the Dutch reforms were due to Pierson, so in Prussia the 
chief credit must be given to the finance minister, Dr. Miquel, 
although he was here simply walking in the path cleared for him 
by the foremost economists.* 

When the income-tax law of 1891 was discussed, the hope 
was expressed that its yield might be sufficient to enable the 
state to dispense with the taxes on product; for notwithstand¬ 
ing the labored arguments of some writers, the simultaneous 
existence of income and of produce taxes was recognized as 
illogical. Even though the principle of progres.sion was aj^plied 
to the income tax, it was thought that the yield would fall far 
short of the desired amount. Since an increase of the rate above 
the four per cent fixed in the law as a maximum was impo.ssible, 
an earnest effort was made to expand the existing collateral 
inheritance tax into a direct inheritance tax. This plan, however, 
came to naught; and nothing remained, therefore, but to con¬ 
tinue the old taxes on product. 

The agitation, nevertheless, went on and was helped along by 
what was conceded to be a defeed in the income tax. Although 
the principle of progression had been introduced, no provision 
had been made for a differentiation of the rate. Income from 
labor was taxed at the same rate as income from proirerty. 
Dr. Miquel therefore proposed to introduce a supplementary 
property tax, hoping in this way to achieve both of the desired 
results. Since this property tax, like all nominal property 
taxes, would really be paid out of the income of the property, it 
was thought that it would act as an additional tax on income in 
so far as the income was derived from property. Income.s from 
labor would pay only the income tax; incomes from property 
would pay both income tax and property tax. Thus a practical 

‘ The leading German articles on the topics are as follows: J. Jastrow, 
“ IHe Vermogensteiier und ihre EinfUgung in das preussischc Stouersystem,” 
JoMrUcher fUr Nalionaldkommie und Sialistik, lix., p. Itil; R. Friedberg, 
“Zur Reform dcr Gcmeindebo.steuerung in Preimsen,” ibid., pp. 321-341; F. 
Adickes, "Ueber die woitere Entwickelung des Geineinde-Steuerwesens 
auf Grand des prcussischen Kommunalabgabengesetzes vom 14 .luli, 1893," 
in Zeitschrifl ftlr die gemmnUe Staatmissenecimft, li,, pp. 410-452, 583-6.58. 
The best treatment of the whole topic, including a history of the earlier 
hystem, a description of the government bills, and the discussions in Parlia¬ 
ment, as well as the text of the law itself with commentaries, is to be found 
in F. Adickes, Das Kommumlahgahengesetz mm H Juli ISOfi, fiir den frak- 
tischen Oebrauch mil einer geschkhtlichen Einleilung und Erlduterungen 
versehen, Berlin, 1894,8vo, 396 pp. 
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RECENT REFORMS IN TAXATION. II. THE REFORMS 

OF 1909-1910 

Nothing, perhaps, in the history of taxation is more striking 
than the appearanw; of successive waves of reform. In the 
preceding chapter we have studied the movements which 
culminated at almost the same time in various countries, 
some of them widely separated from each other. A decade 
and a half later wc find another reform movement which swept 
over some of the identical countries treated of above, and 
which, although in some respects proceeding still further on 
the old lines, yet in other ways struck out in a new direction. 
The years 1909-1910 are marked by significant changes in the 
fiscal systems of England, Germany and Australia, and in the 
same year came the adojition, after several decades’ struggle, 
of the income tax bill by the lower house in France.* 

I. Great Britain 

The first place in the history of the reform movement is oc¬ 
cupied by Great Britain in the famous Lloyd George budget. 
This, while making in some respects a new departure in fiscal 
policy, is nevertheless to be considered in the main as a logical 
development of a movement initiated some time ago. 

The agitation for augmented revenues in Great Britain has 
been precipitated, as is well known, by the great increase in 
expenditures, due partly to the prodigious addition to the naval 
estimates and partly to the new social legislation on old-age 
pensions and national insurance. Moreover, it is everywhere 
conceded that England is on the brink of still greater expendi¬ 
tures. For while it may indeed be expected that the mad race 
for increased naval armaments will before long reach its term, 
»it is not unlikely that the insurance schemes constitute only the 

' For a study of this subject which is not treateil here because the reform 
had not yet been .accomplished, see Seligman, The Income Tax, New York, 
1911, part I., book 2, chap. 2. The reform was finally accomplished in 1917. 
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first of a series that will call for increasingly vast outlays. Even 
if England should adopt the policy of so-called tariff reform, 
it is improbable that the whole or even the greater part of its 
increased expenditure will be met by import duties. 

Until the repeal of the corn laws, the national revenues of 
Enghand, like those of almost all other great nations, were de¬ 
rived almost exclusively from indirect taxes. Beginning shortly 
before the middle of the century, the tendency in England, as 
elsewhere, has Ireen toward reliamte, in an ever greater degree, 
upon direct taxes. First the im^jme tax was introduced, al¬ 
though timidly and only as a temporary measure. Gradually 
its administration was improved and its yield inereiiscd, until 
by the end of the seventies it was recognized as a permanent 
part of the tax system. In the nineties the death duties or in¬ 
heritance taxes were remodelled, and have since been playing 
an increasingly important role in the budget. And now, finally, 
the various forms of land revenue were to be added to the list 
of direct taxes. 

It would be a mistake, however, to assume that an over¬ 
emphasis was put upon direct taxes. On the contrary, a con¬ 
siderable part of the additional revenue in the new budget was 
to come from indirect taxes. In fact, so far as its fiscal policy 
is concerned, the Liberal party cannot be said to be opposed 
to the use of indirect taxes; it is committed rather to the prin¬ 
ciple that, in order to meet the growing needs of government, 
recourse must be had to direct as well as to indirect taxes. 
The English policy is to hold the balance even, not, as is often 
hastily assumed, to dispense with indirect taxes. Thus, if we 
take the period from 1895 to 1908—that is, from Harcourt’s 
budget reform up to the year preceding the Lloyd George 
budget—^we find that of the increase in revenues of 44 million 
pounds 20 million pounds came from indirect taxes and 24 million 
pounds from direct (as ap{)ears from the table on the next page). 
Moreover, when attention is directed to the reduction of indirect 
taxes in the budgets of 1906 and 1908, it is sometimes forgotten 
that equal reductions were made in the direct taxes.* From 

• In an article by J. Watson Grice in the American Ecorumic Review, vol. 
i. (1911), p. 490 et seq., an incorrect impression is left on the reader’s mind • 
as to this point. Alt the remissions of indirect t.axcs mentioned by Mr. 
Grice, like those on coal, sugar and tea, were simply remissions of new or 
additional taxes, imposed during the war period, and were more than coun¬ 
terbalanced by the reduction of the rate of the income tax. 
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1903, which was the highwater mark of the new budgets, to 1908, 
the remissions of taxation were nearly the same in each of the 
two classes. 


Revenue (in millions of pounds) 


YEAR 

INDIRECT TAXES 

DIRECT TAXES 

CUHTOMa 

BxciaErt 

I4TAMPH 

! 

TOTA1. 

INC'OMIS 

TAXES 

ESTATE 

DUTIES 

TOTAL 

1895 .... 

20 

30 

6 

.56 

16 

11 

27 

1903 ... . 

35 

37 

8 

80 

39 

18 

57 

1908 ... . 

32 

36 

8 

76 

32 

19 

51 


It was quite natural, therefore, that when, in 1909, Lloyd 
George found a little over 14 millions needed to carry out his 
program, he decided that somewhat more than one-half of the 
deficit should be raised from indirect taxes; from increased 
customs duties and excises on liquors and tobacco, together 
with additional stamp duties, csiiecially on securities, a gradu¬ 
ated tax on motor cars and a new tax on petrol. To be precise, 
the additional indirect taxes were to yield £7,350,000 as against 
£6,850,000 from additional direct taxes.' 

‘ The items are as follows; 


Liquor licenses 

.,£2,600,000 

Income tax . . . 

.£3,500,000 

Tobacco .... 

. 1,900,000 

Estate duties . . 

. 2,850,000 
. 500,000 

Spirits .... 

. 1,600,000 

Land value duties . 

Stamps .... 

. 6.50,000 



Petrol .... 

. 340,000 



Motor-car licenses . 

. 260,000 




£7,350,000 


£6,850,000 

The chief alterations in the indirect taxes were as follows; 


Customs duties: 




Spirits; old duty. 

11s. 4(i. per gal. increased to 

18s. Id. 

additional duty, 3s. 9d. 

(( (( (< (( 

5s. Id. 

Beer: old duty, 

£1-128. 

" bbl. “ “ 

£1-178. 6d. 

additional duty. Is. 

ti <( <( a 

Is. 2d. 

Tobacco: old duty. 

3s. 

“ Ib. “ “ 

4s. 4d 

additional duty, 8d. 

(( u u « 

Is, 
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Incidentally it may be remarked that the law of 1909 re¬ 
pealed the old prohibition against cultivating tobacco in Great 
Britain (the repeal had already been applied in Ireland- in 
1908), which had been introduced over two and one-half cen¬ 
turies ago in order to foster the growth ol tobacco in the American 
colonies and to secure the tobacco revenue entirely from customs. 
Henceforth the tobacco revenue in Great Britain is to come not 
only from customs duties but also from an internal license of 
five shillings and the excise. 

Bearing in mind, then, the important part whic-h the increase 
of indirect taxes plays in the new scheme, it remains none the 
less true that the chief interest of the budget lies in the direct 
taxes, that is, the income tax, the inheritance tax and the new 
land taxes. 

First, as to the income tax. There arc, as is well known, 
two different kinds of income taxation. Tlie one is the Prussian 
system of the so-called “lump-sum” income tax, where a man is 
compelled to make a return of his entire income. The other 
is the stoppage-at-sour(;e system, where the income is classified 
into a number of categories, and an attempt is made to have the 
tax paid, not by the jicrson who receives the income, but by the 
person who pays or advances the income to the re(!ipient. This 
is the system which the English have adopted, and which they 

Excise: 

Spirits: old duty. Its. per (-si, inorcaficd to 14s. M. 

Tobacco: new duty, .‘is. Gd. per lb. up to 48. 8d. 

Motor new griuluatcd 

cars: duty, £2- 2s. for 6J 2 h. p. “ “ £42 

for over 00 h. i). 

Petrol: new duty, 3(i. per gal. 

Liqtuir Uemses: 

Wholesale dealers in spirits:£10-10s. increased to £1.5-1.58. 

Wholesale dealers in beer: ,£ 3- Os. “ “ £10-10s. 

Retail dealers: duties iucreased according to a percentage of the annual 
value of the licensed premises. 

Stamp duties: 

The duties on conveyances and sales, on leases (except the penny duty) 
and on marketable securities were doubiwl. On contracts the old rates of 
Id. and Is. were increased to Cd., rising to £1 on contracts of over £20,000. 

The best account of the new excises, stamps and liquor licenses will be* 
found in J. Wylie, Liquor License Duties, Death Duties, Income Duties, 
Stamps, Customs and Excises, under Parts II. to VIII. of the Finance (1909- 
10) Ad, with explanatory Notes and References, Rules and Regulations, 
etc, (London, 1910). 
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consider far superior to the Prussian. Under it the total amount 
of a man’s income is not divulged, except in the case of in¬ 
comes under £700, where certain abatements are permitted. 
But the English system, largely because of these arrangements, 
has always involved, at least on all incomes over the normal 
amount of £700, a simple proportional tax and, until 1907, an 
undifferentiated tax as well. 

The interesting feature of the new provisions is that England 
is henceforth to enforce both the differentiation and the gradua¬ 
tion of the income tax. In other words, not only is a distinction 
made whereby unearned incomes are taxed at a higher rate 
than earned incomes,' but the beginnings of a real prograssive 
taxation are introduced by the adoption of the so-called super¬ 
tax. That is to say, whenever the total income exceeds £5,000, 
an additional duty of Cd. in the pound (over and above the 
normal rate of Is. 2(1.) is charged for every pound of the amount 
by which the total income exceeds £3,000. Mortiover, on the 
smaller incomes, in addition to the abatements th.at were al¬ 
ready in force, it is provided that in the case of all incomes 
under £500 a reduction of £10 in t he tax shall be m.ade for each 
child. Thus at both ends of the scale modifications of the in¬ 
come tax are provided which look to a greater approximation 
to the principle of ability to p.ay. 

The importance of the change lies chiefly in the application 
of the doctrine of progression. In order, however, to make 
this possible, it has become necessary to abandon, so far as the 
larger incomes are concerned, the -old principle of the stop- 
page-at-source and to replace it by that of the lump-sum tax. 
That is to say, the proportional part of the income tax will 
still be levied as formerly, according to the stoppage-at-source 
scheme, but the super-tax will have to be assessed according to 
the lump-sum principle. Although some doubts were expressed 
as to the admini.strative practicability of the new plan, it has 
thus far worked without much friction. The number of super¬ 
taxpayers during the first full year of the operation of the 
law was between ten and eleven thousand, with an aggregate 

‘ In 1907, when the general rate of the income tax was l.t., earned incomes 
<ip to £2,000 were charged only 9d. The Finance Act of 1909-10, which 
fixed the normal rate at 1.?. 2d., left unearned incomes up to £2,000 at Od. 
and assessed unearned incomes between £2,000 and £3,000 at Is. For full 
details of what is meant by earned income under these laws, see Seligman, 
The Income Tax 2d. ed. (1914), pp. 202-205. 
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income of almost 130 million pounds upon which the super-tax 
was about two and one-half tnillionsd It is worthy of note that 
the income-tax project adopted by the lower house in France 
pursues the same double plan. 

While the progressive feature was only hesitatingly intro¬ 
duced into the income tax, it has been applied to the inheritance 
tax since 1894. An interesting feature of the now budget is the 
great expansion in the scale of graduation. A decided step in 
this direction had already been taken in 1!X)7, when the rates 
of the duty on estates over £150,000 wore increased, so that 
estates of a million pounds paid ten instead of seven and one- 
half per cent, and the maximum rate, on estates over three 
million pounds, was raised from eight to fifteen per cent.^ 
According to the now scdieme the estate duty, which begins 
at the rate of one per cent on estates from £100 to £500, now 
runs up, in a steep graduation, until it reaches ten per cent on 
estates between £150,000 to £200,000 and fifteen per cent on 
estates over £1,000,(K)0.* In considering these figures it must 
be remembered that in addition to the estate duty, which ap¬ 
plies to the whole of the estate, there are also the legacy and 
succession duties, which apply to separate shares of the estate, 
and which correspond to what arc called in America collateral 
inheritance taxes. These, which are graduated according to 
relationship, run up to ten per cent. The result is that the 

‘ Owing to the contest over the budget the returns for the year 1909-10 
did not come in until the following year. For details sec the Fifty-Jmirth 
Report of the Commiseioners of Inland lleoeune (1911), pp. 99, 100. 

s For the exact figures of the law of 1907 see Seligman, Progressive Taxa¬ 
tion (2d ed., 1908), p. 4.1. 

’ The exact scale is as follows: 
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English inheritance tax under its present form is graduated 
up to the point of twenty-five per cent—figures which are as 
high as those found in any other part of the world and which, 
so far as the direct inheritance tax is concerned, exceed any¬ 
thing that is to be found in the United States. 

Important as were these changes in the income tax and the 
death duties, the most significant feature of the budget—and the 
true cause of the resistance by the House of Lords which led 
to the epoch-making constitutional changes of the following 
year—was the introduction of the new land taxes. 

II. The British Land Taxes 

Since the gradual breakdown of the old English land tax and 
its conversion in 1798 into a redeemable rent charge, land in 
England had not been subject to any special taxation. The 
local rates were indeed levied on real estate, and the profits of 
land were subject to the income tax; but, both in the local 
rates and in the income tax, land was taxed only when it yielded 
an actual revenue, and whenever land was not rented or did 
not jdeld an actual money income it was not taxed at all. In a 
country like England, where there are so many large estates 
utilized for purposes of pleasure or other non-lucrative ends, 
or held for speculation, this had become a source of great em¬ 
barrassment. Moreover, even as to the land that is rented, 
the English system differs from that of the United States in 
two important respects. 

In the first place, in the United States land in the outskirts 
of the towns is subject to special asses.sments for local improve¬ 
ments. When the value of the land is enhanced by the open¬ 
ing or grading of streets, a portion of the enhancement of 
value is taken by the government, which in a sen.se creates it. 
In England, with rare exceptions in recent years, this practice 
is unknown. The British landowner enjoys the increment of 
value, and the l^urden of the expenditure is borne by the gen¬ 
eral ratepayer. 

In the second place, land in the United States is taxable at 
its selling value; and, if the land rises in value as population 
'increases, the landowner must still l)ear his proportion of the 
local burdens, even though the land remains vacant or is used 
for agricultural purposes. While some American towns are 
indeed in the habit of assessing vacant lots with considerable 
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tenderness, others pursue a different practice, and in every case 
it is an easy matter for an aroused public sentiment to make the 
practice conform to the law, and thus to increase the burdens 
of tlie laud pari pami with the rise of land values. In Great 
Britain, on the other hand, lands are taxable according to 
rental value. If they are vacant they arc, as we have seen, fre¬ 
quently not taxed at all. If they are rented for agricultural 
purposes, however, their rental value is manifestly far lower 
than would be the case if the land were used for buildings. 
Coasequcntly, even if they are subject to the local rates, they 
pay a pitifully small amount compared to their real ability to 
pay; .and the growing prosperity of the town results only in 
benefits to the landowner without subjecting him to any corre¬ 
sponding burdens. 

Thus from every point of view the owners of unimproved 
land in Great Britain constituted a f.avored class. They were 
not subject to special a.s.sessmcnts, they were not taxed when the 
land was unrented, and they were undertaxed if the land was 
rented. In all these res{)ects they were in a position very dif¬ 
ferent from that of the American l.andowners. The situation 
in Great Britain w.as anomalous. The new land taxes were 
designed to put .an end to this situ.ation. 

As far back as 1901 a royal commission on local taxation had 
suggested a local tax on site value,s; .and in 1904 and again in 
1905 a bill to this effect had reached a third reading in the 
House of Commons. In Scotland the movement had been 
even more decided. As soon as the Liber.al party came into 
power in 1900 a general land-value tax bill applicable to Scot- 
hand was pii.s.sed in second reading, by a Large majority. It was 
then referred to a committee, and on their recommendation it 
was withdrawn in favor of a local valuation bill. This Scotch 
land-valuation bill pMsed the House by a large majority in 1907, 
but was rejected by the Lords. The same thing h.appened in 
1908. In 1909 l)oth scheme,s, the English and the Scotch, were 
finally taken up by the government and considerably extended, 
not only applying the principle to Great Britain a.s a whole, 
but also including .several additional kinds of land taxes. With 
the political struggle which resulted in the complete triumpl^ 
of the Commons we h.ave not to deal here. The important point 
was the final acceptance by the country of the principle of the 
land taxes. 

The new land taxes were four in number: the undeveloped- 
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land duty, the increment-value duty, the reversion duty and the 
mineral-rights duty.’ 

The undeveloped-land duty is a tax of one halfpenny on the 
pound on the site value of undeveloped land. Land is declared 
to be undeveloped if it h.as not been developed by the erection 
of dwelling houses or glasshouses or greenhouses or buildings 
for the purpose of any business, trade or industry other than 
agriculture, or is not otherwise used bona fide for any such 
business. Although the rate of this tax is very low, it was 
feared that the scheme might prove to be an entermg wedge for 
future increased taxation; and this apprehension explains the 
•strong opposition which the proposal excited. As the bill went 
through the House it was considerably altered. As it reached 
the Lords and was enacted into law, it provided that the tax 
should not be applied to any land where the site value did not 
exceed £50 per acre. This at once exempterl most of the 
agricultural land. It was also provided that, in the case of 
agricultural land where the site value exceeds £50 per acre, the 
tax should be chargeable only on the amount by which the site 
value exceeds the value of the land for agricultural purposes. 
No duty, moreover, is assessed on small holdings, that is, on 
agricultural land occupied and cultivated by the owner, pro¬ 
vided that the total value of all land owned by him does not 
exceed £500. Ownership under this clause includes leases of 
fifty years or more. Other exemptions are made in the case 
of parks, gardens, open spaces to which the public have acce.s8 
as of right or to which the public enjoy reasonable access, land 
used for games or recreations when such use is not of a purely 
temporary character, and in general any land where the com¬ 
missioners think that it is desirable for social purposes to keep 
the land free from buildings. Furthermore, no duty is charged 
on the site value of one acre of land, whatever its use, occupied 
with a dwelling house, nor on the site value of five acres of 
garden or pleasure grounds occupied with a dwelling house, 
provided that the site value in question does not exceed twenty 
times the annual value of the land and house as assessed to the 
income tax. Again, it is to be noticed that when money has 

* ' J. Wylie, The Duties on Land Values and Mineral Rights under part I 
of the Finance (1909-10) Ad (London, 1910). Of. also a brief but excellent 
account in the Fifty-fourth Report of the Commissioners of Inland Revenue 
(1911), p. 149 et seq. For a bibliography see Y. Scheftel, The Taxation of 
Land Value. Boston, 1916, pp. 473-478. 
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been expended within ten' years on roads, sewers, etc., with a 
view to the development of land included in a scheme of land 
development, the land is to be deemed developed to the extent 
of one acre for every £100 of such expenditure, and to that 
extent therefore exempted from duty. Finally, when the 
increased-value duty mentioned in the next paragraph has been 
paid on any undeveloped land, the site value is to be reduced 
by a sum equal to five times the amount of such duty. 

In the second place, we come to what is perhaps the most 
interesting part of the entire scheme, the increment-value duty. 
This tax is payable when land changes hands under certain 
conditions; that is, it is levied on the following occa.sions: 
(1) the sale of any land or interest therein; (2) its lease for a 
period of more than fourteen years; (3) its passing to a new 
owner by reason of death; ^ (4) in the case of land which is held 
by anybody corporate or incorporate, and which therefore does 
not change hands, the tax is levied every fifteen years, with the 
privilege on the part of the owner of paying in fifteen yearly 
instalments. On each of thc.se four occa.sions the site value of 
the land is dett^rmined, and the excess, if any, of the site value 
thus ascertained (commonly called the occasion site value) over 
the original site value constitutes the increment value. An in¬ 
crement value of ten per cent is not taxable; but on the excess 
of all increments of value over ten per cent a tia is imposed at the 
rate of twenty per cent. In ol her words, the tax amounts to a 
fifth of any periodical increase in value over ten per cent. 
“The original site value” is the sit(? value as of April 30, 1909; 
and on each succe,ssive “occa.sion,” when the site value is com¬ 
pared with its original value, credit is to be allowed for the duty 
paid on previous occasions. The balance, called the “duty 
unsatisfied,” is theri'fore really a tax on the entire increment 
since the last setthiment. In case of a fee simple of land, the 
calculation is easy; but where the interest is less than the fee 
simple, the duty collectible is proportionately reduced, the bal¬ 
ance ultimately going to the exchequer as occasions which 
affect the other interests in the land may arise. 

' This period was increased to twenty years by the Revenue Act of 1911. 

* An intere.st expectant on the termination of a life or lives is not an in¬ 
terest in land within the meaning of the law. When a life tenant dies, th* 
full tax is payable; but when the land is subject to a settlement, the duty 
may be charged on the land by the persons liable to pay. Moreover, in¬ 
crement-value duty on death is not payable more than once during the 
continuance of the settlement. 



490 


ESSAYS IN TAXATION 


land duty, the increment-value duty, the reversion duty and the 
mineral-rights duty.’ 

The undeveloped-land duty is a tax of one halfpenny on the 
pound on the site value of undeveloped land. Land is declared 
to be undeveloped if it h.as not been developed by the erection 
of dwelling houses or glasshouses or greenhouses or buildings 
for the purpose of any business, trade or industry other than 
agriculture, or is not otherwise used bona fide for any such 
business. Although the rate of this tax is very low, it was 
feared that the scheme might prove to be an entermg wedge for 
future increased taxation; and this apprehension explains the 
•strong opposition which the proposal excited. As the bill went 
through the House it was considerably altered. As it reached 
the Lords and was enacted into law, it provided that the tax 
should not be applied to any land where the site value did not 
exceed £50 per acre. This at once exempterl most of the 
agricultural land. It was also provided that, in the case of 
agricultural land where the site value exceeds £50 per acre, the 
tax should be chargeable only on the amount by which the site 
value exceeds the value of the land for agricultural purposes. 
No duty, moreover, is assessed on small holdings, that is, on 
agricultural land occupied and cultivated by the owner, pro¬ 
vided that the total value of all land owned by him does not 
exceed £500. Ownership under this clause includes leases of 
fifty years or more. Other exemptions are made in the case 
of parks, gardens, open spaces to which the public have acce.s8 
as of right or to which the public enjoy reasonable access, land 
used for games or recreations when such use is not of a purely 
temporary character, and in general any land where the com¬ 
missioners think that it is desirable for social purposes to keep 
the land free from buildings. Furthermore, no duty is charged 
on the site value of one acre of land, whatever its use, occupied 
with a dwelling house, nor on the site value of five acres of 
garden or pleasure grounds occupied with a dwelling house, 
provided that the site value in question does not exceed twenty 
times the annual value of the land and house as assessed to the 
income tax. Again, it is to be noticed that when money has 

* ' J. Wylie, The Duties on Land Values and Mineral Rights under part I 
of the Finance (1909-10) Ad (London, 1910). Of. also a brief but excellent 
account in the Fifty-fourth Report of the Commissioners of Inland Revenue 
(1911), p. 149 et seq. For a bibliography see Y. Scheftel, The Taxation of 
Land Value. Boston, 1916, pp. 473-478. 
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and increment-value duty shall not both be paid on the same 
increase of value. 

In the fourth place, the new law provides for a so-called 
mineral-rights duty, which is a tax of five per cent on the rental 
value of all rights to work minerals and of all mineral way 
leaves.^ From the taxable minerals, however, clay, brick, earth, 
sand, chalk, limestone and gravel are excepted. The tax is 
assessed on the proprietor or immediate lessor, and if the latter 
is himself a lessee he is entitled to recover by deducting the 
tax from the rent paid. 

In the case of mineral lands neither undeveloped-land duty 
nor reversion duty is payable. So far ;as increment-value duty 
is concerned, minerals are not subject to the tax so long as they 
remain unworked. If, however, they b('gin to be worked after 
1909, increment-value duty becomes payable in any year in 
which the output of the mine, as reHec^ted by the royalties paid 
in the year, exceeds eight ])er cent of the capital value of the 
minerals. In computing this increment value, an allowance is 
made for any portion of the rental value which represents a re¬ 
turn for sums expended within fifteen years by the lessor in 
boring or otherwise proving the minerals. When increment- 
value duty is paid on minerals, the amount of the tax is de¬ 
ducted from the miiK'ral-rights duty chargeable in that year. 

A general provision applying to all the land taxes is that, 
when any betterment charges (or what in America arc called 
special assessments) have been levied, allowance i.s to be made 
therefor by deducting such charge from the increment value 
of the land, in the case of increment-value duty; from the site 
value of the land, in the case of undeveloped-land duty; and 
from the value of the benefit accruing to the lessor, in the case 
of reversion duty. 

With reference to all these four land taxes, it will be recog¬ 
nized that their successful operation depends upon an exact valu¬ 
ation of the land. The requisite survey and valuation are pro¬ 
vided for on a most comprehensive scale, their purpose being to 
determine the value of all land in the United Kingdom as it 
existed on April 30, 1909. The definitions of the terms used in 

• A mineral way leave is defined as “any way of leave, air leave, water* 
leave, or right to use a shaft grantetl to or enjoyed by a working lessee, 
whether above or underground, for the purpose of access to or the convey¬ 
ance of the minerals or the ventdntion or drainage of his mine or otherwise 
in coimection with the working of the minerals.” 
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the law, such as gross value, total value, and site value, are 
rather elaborate.* The magnitude of the task involved in mak¬ 
ing the valuation appears from the fact that the number of 
hereditaments in the United Kingdom amounts to about eleven 
millions. When the valuation books and maps are completed, 
they will form a record second only to the famous Domesday 
book of the eleventh century. The government has already set 
to work, and we are told that in the course of this survey there 
has been found an estate which has remained in the hands of 
the same family from the time of William the Conqueror to 
the present day.^ A good beginning has been made in the 
process of valuation, although it will take some years before it 
is completed. The government estimates the cost at about two 
million pounds, and the time required for completing the valua¬ 
tion at about five years. In the meantime, naturally, the fiscal 
result of the new land taxes will be inconsiderable; in fact, the 
slight importance attached to the fiscal side of the new taxes 
was among the cleverest moves of the government in its contest 
with the landed interest, for it prevented the landowners from 
raising the cry of hardship. At the same time, the new taxes 
are expected ultimately to yield a substantial revenue; .some 
competent authorities estimate it !is likely to amount, at the 
present rate, to between five and six million sterling annually. 
It was originally proposed to devote one-half of the proceeds to 

* A summary made by the office of iilternal revenue is as follows: 

Gross mine is the market value of the land in its existing condition. 

FvU site value is gross value less the difference between the gross value and 

the value of the cleared site. 

Total value is gross value less the depreciation due to any burdens 
which have the effect of permanently diminishing the value of the land. 

Assessable site value is total value less (a) the difference between gross 
value and full site value; (6) any enhanced value due to expenditure on 
development, appropriation for public purijoses or redemption of i)erma- 
nent burdens, etc., on the part of persons interested in the land; (c) the ex¬ 
pense of clearing the site, where this is necessary for the puri)o.se of realizing 
the full site value. 

Speaking generally, therefore, gross value and full site value represent 
respectively the value of the site covere:! and the site cleared without 
reference to burdens or restrictions. Total value corresponds approxi¬ 
mately to market value. Assessable site value represents the price which 
the cleared site would fetch if the permanent burdens remained and none of 
•the outlay incurred by the owner in developing or otherwise improving the 
site had been expended. C/. Fifty-fourth Report of the Commissioners of 
His Majesty’s Inland Revenue (1911), p. 150. 

• The details of both valuations, separated by almost nine centuries, are 
printed in the appendix to the report cited in the preceding note. 
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the relief of local taxation. This plan, however, was abandoned 
before the law was enacted, and the consideration of the point 
was deferred until the time when the relations between local 
and general finance are readjusted.* 

From this brief survey of the provisions of the budget it will 
be recognized that England is putting herself at the head of 
those nations which are seeking to realize the importance of the 
newer considerations in the theory of taxable capacity. In some 
respects the reform is not so drastic as it might at first appear; 
for in that part of the budget which aroused the greatest opposi¬ 
tion, namely, the undeveloped-land duty, England, as is pointed 
out above, had been lagging behind some other countries. The 
introduction of a tax on the capital value of land, irrespective of 
its rental value, merely puts England in a po.sition which has 
long since been achieved, for example, by the United States. In 
the matter of the unearned-increment duty, also, England had 
been preceded by several of the CJerman towns. But taking it as 
a whoh;, the English system is in advance of that in any other 
leading country. For it applies to the income tax both the 
principle of differentiation and that of graduation, of which 
only the one or the other is found in other countries; and it 
introduces into the inheritance tax a scale of progression more 
drastic than it has thus far been found possible to secure else¬ 
where. 

It will be seen, therefore, that England is attempting to real¬ 
ize the more modern social ideals in taxation. In the first place, 
so far as the great mass of indirect taxes arc concerned, England 
not only retains, but increases, those particular indirect taxes 
whose social effects may be considered on the whole relatively 
innocuous. It does not attempt to revert to the discarded sys¬ 
tem of the past, but confines itself virtually to the three great 
categories of spirits, tobacco and stamp taxation. It thus 
spreads over the community as a whole the burdens of a system 
of taxes which tends to decrease the weight of the direct taxes. 
Secondly, in the case of the direct taxes, England is approaching 
the realization of the social ideals contained in the modem 
theory of faculty or ability to pay. For the modern conception 
of ability to pay includes far more than the sacrifice theory as 
formulated by John Stuart Mill. The sacrifice theory looks 
primarily at the disposition of a man’s wealth; the newer idea 

* As to this point, see J. Watson Grice, National and Local Finance 
(London; 1910), and Sydney Webb, Omnta in Aid, London, 1910. 
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is that of privilepto, which looks at the acquisition of the wealth. 
The older doctrine was a consumption doctrine; the newer 
doctrine is a production doctrine. The modern theory of abil¬ 
ity to pay is a compound of both elements. The sacrifice 
theory is seen in the various applications of the idea of progres¬ 
sion or graduation of taxation. The privilege theory is seen 
primarily in the system of differentiation as applied to the in¬ 
come tax and in the increment-value duty. 

The English budget, therefore, is not to be regarded as a 
triumph for the single taxers. It accepts indeed a small part of 
the single-tax reasoning, but it refuses to be bound by its narrow 
limitations. It adopts the idea of privilege, which the single 
taxers have done such good work in spreading, but it declines to 
confine itself to the particular form of privilege, the abolition of 
which is so dear to them. The English budget not only general¬ 
izes the conception of privilege, but combines with it that of 
sacrifice; and the result is a scheme of taxation which is, on the 
whole, in advance of that existing anywhere else in the civilized 
world and which, in some of its elements at least, may well 
serve as a model for the United States. 

The forces which are responsible for Lloyd George’s budget 
are gradually leavening the life of all modern civilized societies; 
and the translation into the fiscal sphere of these social forces 
cannot much longer be delayed, whether in America or on the 
European continent. The new English laws are, at bottom, the 
fiscal expression of a great social development.* 

III. Germany 

As in all Federal states, the fiscal problem in Germany is 
three-fold, dealing respectively with national, state and local 
finance. The reforms of 1891-93, which have been described 
in the preceding chapter, were concerned primarily with state 
and local finance. The reforms of 1909-10 deal more particu¬ 
larly with federal finance. But the problems of federal finance 
are so closely interwoven with those of state and local finance 

' Note to 9th erl. Th(! enforcement of the land-value laws met with such 
determined opposition, that all further attempts to proceed with the valua¬ 
tion of land and to enforce the laws were discontinued in 1920, on the 
‘ground that the expenses of administration exceeded the revenue. The 
total revenue from the inerciised value, the reversion, and the undeveloped 
land dutie.s for the first four years was £1, 390,000 and the cost of valua¬ 
tion was £2,178,397. Then came the war, and a further disorganization. 
Cf. Report from the Select Committee on Land Valves, 1920, p. 78. 
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that in order to obtain a clear understanding it is necessary to 
consider them together. 

The characteristic features of the Prussian reforms of 1891-93, 
recounted in the preceding chapter, were the replacement of the 
old state taxes on produce by a modernized income tax, and 
the addition to the income tax of a light supplementary property 
tax. This property tax was designed to secure a difCcaentiation 
of the income tax by imposing a somewhat heavier burden upon 
income from property than upon those incomes wliich in Eng¬ 
land are described as earned. The movement so successfully 
inaugurated by Prussia gradually spread throughout the empire. 
Bavaria, which was the bust of the large German states to adopt 
the income tax, took this step in 1910, and the same year marked 
the adoption of the supplementary property tax in the smaller 
states of Sachsen-Meiningen and Sachsen-Weimar.^ At the 
beginning of 1912 the general income tax existed in all the 
twenty-five German states, except the two Mecklenburgs, while 
the supplementary property tax had been introduced in nine 
states, including Prussia, Saxony, Hessia and six of the smaller 
commonwealths. 

Side by side with this general movement came, although a 
little Later, the gradual adoption of a system of state inheritance 
taxes. The law of 1891 in Prussia had indeed reformed the 
older system of probate fees, and had introduced a light tax on 
collateral inheritances with rates graduated from one to eight 
per cent, according to tlu' degree of relationship. It was not 
until 1899 that Baden introfluced a very slightly progressive 
direct-inheritance tiix. From this time on, until 190C, when the 
imperial government intervened, many of the German states 
levied direct-inheritance taxes, with ]irogressive scales that 
gradually became steeper and steeper. Thus in general it may 
be said that, in view of this double movement toward income 
and inheritance taxes, the German reform of state taxation was 
proceeding along the lines of faculty or ability to pay. 

When, however, we come to consider federal tfixation, the 
story is a very different one. The reform of 1909 caimot be 
understood without giving a short review of federal finance. 

' An account of the development in the sopiirat e states to the end of th» 
year 1909 is to be found in Seligmun, The Income Tax, part I., book 2, chap¬ 
ter 1, of paragraph 6. In the same chapter will also be found a detailed ac¬ 
count of the minor changes introduced into the Pnissian income tax by the 
laws of 1906 and 1909. 
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Wor to the establishment of German political unity, customs 
duties had been collected for the common account of the German 
Customs Union. In 1867, when the North German Federation 
was organized, and in 1871, when the German Empire was 
established, these duties and the other common receipts of the 
Customs Union were assigned to the federation, respectively to 
the empire; and it was provided that until the federal govern¬ 
ment should levy independent taxes of its own, the federal 
expenses should be met by contributions from the various 
states. These contributions, analogous to the American req¬ 
uisitions during the period of the first constitution from 1781 
to 1789, are known ius Malricular-Beitriige. During the sev¬ 
enties, although “extraordinary” income to the amount of 
nearly 3,000 million marks was drawn from the French war in¬ 
demnity, it was found necessary to collect such contributions 
from the states: from 1872 to 1878 inclusive they averaged 
nearly 65 million marks annually. 

After 1879, however, in consequence of the higher customs 
duties established in that year, the direct receipts of the empire 
became greater than its expenditures. The state contributions 
to the empire, which were now obviously unnecessary, were 
nevertheless retained, largely for political reasons; and the 
following somewhat complicated arrangement was established: 
the surplus of all revenues from imports and from the federal 
excise on tobacco, in excess of 130 million marks, was assigned 
or allotted to the separate states; the state contributions 
needed to balance the imperial budget were charged against 
the several states and set off against their respective allotments 
(as both allotments and contributions were distributed per capita 
of the population, the set-off was perfect); and any surplus 
of allotments over contributions was paid to the states. Con¬ 
tributions charged against the states under this arrangement 
were, a little later on, called “covered” contributions, because 
exactly covered by the allotments; while any additional contri¬ 
butions over and above the allotments received the name of “ un¬ 
covered ” contributions. But for years, as just explained, all the 
contributions were covered contributions. It was really a mat¬ 
ter of bookkeeping, as no Beitriige were actually paid by the 
‘states after 1879, the states receiving in ca.sh the balances of 
their allotments over their contributions. During the ensuing 
years these balances grew, because certain surplu.ses of other 
federal taxes (stamp taxes and taxes on spirits) were also as- 
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signed to the states. It should be noted that all the federal 
taxes that had been imposed up to 1891 were indirect taxes. 

During the last two decades of the century the states thus 
received, through federal grants, more than was charged to them 
in the way of contributions; and from 1896 to 1900 laws were 
passed from year to year regulating certain details of the sur¬ 
plus allotment to the various states. By the end of the century, 
however, a change took place. The increa.sing expenditures 
of the empire, especially for armaments, changed the surpluses 
into deficits, and the various states had now again to make 
uncovered contributions or actual Beitrage to the empire. 
Moreover, the system of fedc^ral grants to the states began to 
introduce considerable confusion into the state budgets, as 
the states could never tell beforehand exactly how much was 
coming to them. Accordingly, in 1904, the system of federal 
grants was abolished, so far as the surpluses from customs and 
the tobacco tax were concerned, leaving only some of the stamp 
taxes and the .spirits tax subject to the old arrangement. 

In the year 1906 the increasing needs of the imperial govern¬ 
ment led to the adoption of a number of new ferleral taxes, so 
that the system henceforth included, in addition to the customs 
duties, internal taxes on tobacco, sugar, salt, champagne, beer, 
playing cards and spirituous liquore and stamp taxes on securi¬ 
ties, sales, lotteries, railroad freight receipts and passenger tickets. 
An important feature of the law of 1906 was the introduction 
of a federal inheritance tax, from which direct descendants were 
exempt. The rates varied from four to ten per cent, according to 
the degree of relationship; and in the case of inheritances of over 
20,000 marks additions to the respective rates were imposed, 
rising, in the case of inheritances over one million marks, to two 
and one-half times the original rate. The tax was to be levied, 
however, by the separate states, subject to the federal law gov¬ 
erning double taxation, and .subject also to supervision on the 
part of the imperial authorities. Two-thirds of the yield of the 
inheritance tax was to go to the empire, one-third to the separate 
states, which now were to abandon their own inheritance taxes. 

It was, however, provided that for a few years, each state should 
be guaranteed against any loss of revenue from the readjust¬ 
ment. So far as the indirect taxes were concerned, the old * 
system of federal grants to the states was retained only in the 
case of spirituous liquors and the stamp taxes on securities, sales 
and lotteries. The law of 1906 also provided for a postpone- 
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ment (Stundung) in the payment by the states of their con¬ 
tributions, whenever the excess of these contributions over 
the federal grants should amount to more than 40 pf. per head 
of population. 

The immense outlays for the navy, however, caused such a 
deficit in the imperial finances and promised to be such a burden 
on the states, through calls for contributions, that it became 
necessary to readjust the whole system.' It was generally 
recognized that an additional independent federal revenue 
of 500 million marks a year had become imperative. It was 
also conceded that the greater part of this addition mast come 
from indirect taxes, tiie government itself proposing that 
400 of the 500 millions should be derived from this .source. 
As regards the remaining 100 millions, the government sug¬ 
gested an imperial inheritance tax, to be extended to direct de¬ 
scendants, and with rates on other relatives considerably higher 
than under the existing law. The exact jrroposal was to add 
to the exi.sting inheritance tax, which was payable on the indi¬ 
vidual shares, a tax on the whole estate, like the English estate 
duty, with rates ranging from one-half of one per cent, to three 
per cent. The project included the interesting provision that 
where the estate had previously psussed within five years the tax 
should not again be levied, and that when the estate had previ¬ 
ously passed within ten years only one-half of the rates should 
be imposed. It was also proposed to secure for the federal gov¬ 
ernment some revenue from the increment-value land taxes, 
which, as we shall see, had been rapidly developing throughout 
Germany. 

The government proposals were met by counter-proposals on 
the part of the large landed proprietors, who vigorously objected 
to the new estate duty. A heated discussion ensued, accom¬ 
panied by a deluge of literature.^ 

‘ For a good statement of the situation see Professor Adolf Wagner’s 
Die Reichsfinamnol und die Pftichlim dus deiUschen Volka mil seiner -jiolili- 
schen Parieien. Kin Mahnworl eines alien Mannes. Berlin, 1908. Pro¬ 
fessor Wagner suggested that a part of the needed revenue should come 
from an imperial inoomc tax. 

*The best account of the government proposals is contained in Die 
Rdchsfinamreform: Kin Fiihrer, consisting of essays by prominent publi- 
< cists, and published by the Vereinigung zur FiirdcrUng dcr Ueichsfmanzre- 
form, 2 vols. Berlin, 1909. Many other books or pamphlets, all with the 
same general title Die Reichsfinanzreform, or Zur Reischsfimnzreform, were 
published by professors, officials, prominent business men, etc. Among the 
most important were those of Minister Sydow, Graf zu Reventlow, Dr. 
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The government was ultimately compelled to abandon the 
proposed taxes on wine, gas lighting and advertisements, to 
reduce the increase of the beer tax by about one-half, and to 
give up the project of an inheritance tax. Tliis last fact led 
to the resignation of the imperial chancellor. The law, or 
properly speaking the laws, of 1909, as finally adopted, provided 
for three classes of measures: the raising of the requisite addi¬ 
tional revenue; the settlement of the fiscal relations between 
the empire and the states; and the adoption, in principle at 
least, of an imperial tax on the so-called unearned increment of 
land. Let us consider each of these in turn. 

The most importiint point about the provision for the addi¬ 
tional revenue is tliat the needed increase, namely, 500 millions, 
was derived entirely from the new or augmented indirect taxes, 
with the exception that 25 millions were to be .secured by a 
slight addition to the Matricular-Beilrdge, and by the turning 
over to the empire of three-fourths, instead of two-thirds, of 
the existing inheritance tax. In detail the sources of the addi¬ 
tional revenue and the amounts derived from each source were 
as follows: 


lAXBS 


MILLION 

MARKS TAXES 


UILUON 

MARKS 


Beer. 100 

Spirits. 80 

Tobacco and cigarettes... 43 
Transfers of real estate... 40 
Tea and coffee imports... 37 

Sugar. 35 

Dividends and interest 

{Talonstemr) . 27 

Matches. 25 


^curities. 22*^ 

Electric and other lamps.. 20 

Railroad tickets. 20 

Tickets and receipts of 
bank deposits (stamp 

tax). 10 

Sparkling wine. 5 

Minor .stamp taxes. 10 


Total from taxes.475 

Increase of state contributions and of proportion of inheritance 
tax. 25 


Total additional revenue... 500 

Bendixen and Professors Wagner, Schmollcr, Lamprecht, Brentano, Scbans 
and von Heckel. A complete list of this literature will be found at the end 
of volume ii. of the publication mentioned at the beginning of this note. 
Cf. also Fritz Schumann, “Die Reichsfinanzreform,” in Finanz-Archiv,* 
vol. 27 (1910), pp. 201-24.5, followed by a reprint of the successive laws 
themselves on pp. 246-393. See also Lcnschmann, Die Reichsfinanzreform, 
Berlin, 1909; and A. Hesse, “Die Rcichsfinanzgesetze von 1909," in Con¬ 
rad’s 7ar6i2cAer, vol. 38 (1909), p. 721 el sea- 
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All these were either new taxes or additions to old taxes, 
with the exception of the taxes on sugar and railroad tickets- 
As to sugar, a previous law (1908) had provided that the existing 
tax should be lowered, beginning in 1909, from fourteen to ten 
marks per 100 kilograms,—an estimated reduction of alx)ut 
thirty-five million marks. The new law of 1909 provided that 
this reduction should not go into effect until 1914, thus retaining 
a revenue of thirty-five millions. In the same way it had been 
originally decided to drop the tax on railroad tickets; but the 
new law continued this tax and thus retained twenty millions 
of revenue. 

Of the new or additional taxes, the most important was that on 
beer. 'I'he imperial beer tax had not been applicable to Bavaria, 
Wurfemburg or Baden, which had reserved the right of levy¬ 
ing independent taxes on beer. The law of 1909 not only 
applied to the whole empire but consideraldy increased the 
tax. The old rate of 1.70 marks per he<!toliter, changed in 
1900 to vary from 1.68 to 2.50 marks, was now raised to 4.30 
marks. 

In the case of spirituous liquors, the government first en¬ 
deavored to introduce a fiscal monopoly, reverting to a scheme 
that had been originally introduced in 1886. When the monop¬ 
oly project was defeated, it was found desirable not only to 
increase but to simplify the existing taxes. The South Ger¬ 
man states had been subject to the imperial taxes on spirits 
since 1887, but there had grown up a whole code of taxes on 
raw material, on process and on product {MaischboUichstever, 
BrannlweirhMateriakteuer, Brenmleuer and Verbrauchsahgabe). 
Of all these taxes only one, namely, the tax on the product 
itself (Verbrauchabgabe) was retained, but it was now materially 
increased from 50-70 marks per hectoliter to 105-125 marks, 
according as it was within or without the “contingent.” ' The 

* This “contingent” arrangement is very complicated. When the spirits 
tax was increased in 1887 to 70 marks per hectoliter of pure alcohol, it was 
expected that the price would fall because of the falling off in the demand. 
In order, therefore, to compensate the distillers, the tax was reduced to 
50 marks for a part of the domestic demand, and the spirits subject to this 
lower tax were called the “contingent spirits.” It was expected that the 
‘price of the whole output would conform to the higher tax of 70 marks on 
the non-contingent part of the supply, and that therefore the domestic 
distiller would get a bounty of 20 marks on the corresponding part. This 
bounty was the so-called “love contribution” (Liebesabgabe). It was 
further supposed that if there should be such a change in the domestic 
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tax was also graduated according to the size of the distilleries 
and a distinction was made between agricultural and industrial 
distilleries. 

In the case of tobacco, the old taxes on leaf, were increased, 
for the uncured leaf from 36 to 45 marks, and for the cured leaf 
from 45 to 57 marks, with the provision that in case of very 
small fields a tax on the area of the land (four and one-half pf. 
for every square metre) should be substituted. In the case of cig¬ 
arettes the tax was increased so as to vary from two to fifteen 
marks per thousand, with separate taxes on cigarette paper and 
cigarette tobacco. Finally, the import duties on tobacco were 
considerably increased. 

The attempt to levy a general tax on all wine came to a disa.s- 
trous end. All that could be done was to increase the tax on 
sparkling wine which had been imposed in 1902 at the rate of 
from 10 to 50 pf. per bottle, so that from now on the upper limit 
of the tax was three marks per bottle. Of the other taxes, the 
stamp tax on securities was raised from the old rate (six-tentlis 
of one per cent to three per cent) to two to five per cent; and the 
stamp tax on transfers of real estate was increased from one- 
third to two-tliirds of one per cent, to continue until a tax on 
land increment value should bo introduced. In addition to these 
increases in the old taxes, new taxes were laid on petroleum, 
six to ten marks per 100 kilograms; on electric lamps, 5 pf. to 
one mark per lamp; on matches, one to five pf. per box; on 


demand that none of the 70 marks tax on spirits should be needed, the 
price would then fall and the bounty disappear. 

As a matter of fact there always remained a difference of 20 marks in the 
price between the contingent and the non-contingent spirits; and since 
two million hectoliters wore used, the bounty amounted to 40 million 
marks, the so-called Vierzig MUlionm Geschenck. Hut, as the demand fell 
off, the price did likewise, so that the <li3tillers really made no more than 
before. 

The details of the “Contingentierung” were changed from time to time. 
In 1887 the contingent was fixed at four and one-half liters per head of 
population every five years. But this turned out to be unsatisfactory 
because the demand for liquor stood in no relation to population. There¬ 
fore the per capita calculation, which varied the contingent according to the 
amount of alcohol produced, was modified according to changes in the 
proce.S8 of manufacture, the amount of land employed, the size of business, • 
etc. In 1902 further modifications were made. By the new law of 1909 
the total contingent was fixed for two years at 2,309,212 liters of pure 
alcohol, being apportioned to each state according to a series of compli¬ 
cated rules. 
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checks, ten pf.; and on dividends and interest (the so-called 
Taknsteuer),^ one per cent. 

It will be seen that Germany has gone much further than 
Great Britain in its reliance on indirect taxes. It can hardly 
be doubted that Germany overshot the mark in refusing to 
accept the inheritance-tax project. Indeed it is not at all 
improbable that before long the original scheme will reappear. 
But even with the possible adoption of the inheritance tax, it is 
obvious that the great mass of the additional revenue will 
still come from indirect taxes. 

The second point in the new German law was the settlement 
of the contribution question. It will be remembered^ that 
just before the new law went into effect there were no less than 
three kinds of Matricular-Beitriige: first, the “postponed ” con¬ 
tributions referred to above; second, the contributions covered 
by the return grants from the empire to the state; and third, 
the uncovered contributions, amounting to forty pf. per head.’ 
The postponed contributions were now abolished, and the out¬ 
standing amount of 144 million marks was assumed by the 
empire, to be funded into imperial debt. As to the second 
category, it was provided that there should henceforth be only 
one class of imperial grants (Ueberwdsungen), namely, those 
consisting of the net yield of the tax on spirits mentioned above. 
Finally, the uncovered contributions were increased to eighty 
pf. per head. Since, however, the individual states were hence¬ 
forth to retain only one-fourth instead of one-third of the in¬ 
heritance tax, it was provided that if the excess of contributions 
over grants amounted to more than a sum fixed for the first year 
at 48,512 million marks, and changing thereafter according to 
the per capita provision just mentioned the surplus should be 
defrayed at first out of a loan and then, after April, 1911, out of 
imperial funds.^ 

The third important point in the new legislation was the 
adoption, in principle at least, of an imperial tax on the unearned 

* The Talomteuer was imposed on Gewinn^AnteiUcheine and Zimbogm 
(coupon sheets). The “talon” is that part of the coupon which entitles 
the bearer to a series of new coupons when the coupons are exhausted before 
the due date of the bond. 

‘ * Cf. supra, page 498. 

’ Cf. supra, p. 500. 

* The excess of such contributions over imperial grants which had re¬ 
mained at about 24 million marks from 1902 to 1906 rose to 88 millions in 
1907, to 150 millions in 1908 and to 232 millions in 1909. 
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increment of land. This matter is so important as to deserve a 
separate section. 

IV. The German Tax on Unearned Increment 

When this matter came up for discussion in parliament it 
was soon recognized that more time would be needed to work 
out the details of an adequate law. It was therefore decided 
to accept only the principle of the tax and to postpone the 
enactment of the law until 1911, filling up the gap in the budg¬ 
et by a temporary stamp tax on sales of real estate. It was 
found desirable, however, for vario\is reasons, to expedite the 
preparation of the bill, which was finally enacted into law Feb¬ 
ruary 14th, 1910. 

Hitherto, with few exceptions, increment-value taxes on 
land had been levied only by municipalities.^ The tax was 

* A good account of these taxes will be found in the report by Bernard 
Mallet, “The Taxation of Increment Value in Frankfort and other German 
States,” in the blue book entitled Taxation of Land, etc. Papers bearing on 
Land Taxes and on Income Tax, etc., in certain Foreign Countries, and on the 
Working of Taxation of Site Values in certain States of the United States and in 
British Colonies, together with Extracts relative to Laml Taxation from Re¬ 
ports of Royal Commissimis and Parliametdary Committees. (Cd. 4750) 
London (1909). Cf. Y. Scheftel, The Taxation of Laml Value. Boston, 
1916, which includes chapters on Great Britain and Australasia. 

In Germany the fullest account will be found in the successive numbers 
of the quarterly periodical, Jahrbuch dcr Bodenrcfomi, edited by A, Dam- 
aschke. Cf. especially the article by Professor Adolf Wagner, "Zur Reckt- 
fertigung der WerUuwachssteuer, in vol. ii. (1900). Among the earlier works 
the most important are Adolf Weber, Ueber Bodenrente und Bodenspektda- 
lion in der modemen Sladt, Leipzig, 1904; H. Brunhuber, Die Werlzuwachs- 
ateuer in Praxis und Teorie, Jena, 190,'); We.saelaki, Die Beleiligung der 
Stadlverwaltung am Boden-Wertzuwachs, Berlin, 190.5; Pabst, Die Idee einer 
Besteuerung der Konjunclur-Gewinnc an Grumlstucken uml Gel>diulen, Berlin, 
1906; Baumeister und Jiiger, Die Wtrtzumichssteuer, Berlin, 1906; J. V. 
Bredt, Der Wertzuwachs an Grundsliickcn und seine Besteuerung in Preussen, 
Berlin, 1907; K. Kumpmann, Die Werlzuv>ach.s,stcucr, Tubingen, 1907; 
J. H. Epstein, Zur Verleidigurtg der Zuwacltssteuer, Berlin, 1907; M. 
Diefkc, IMe Wertzuwachssteuer, Berlin, 1908. Perhaps the best of all 
these earlier works is that of D. Boldt, Die Wertzuwachssteuer, 3d edition, 
Dortmund, 1909. Among the later works are those of Keller, Die Be- 
ateuerung der Gebdude und Bauslellen insbesondere W<rtzumchsateuem, Ber¬ 
lin, 1910; H. Welssenborn, Die Besteuerung nach dem Wertzuwachs, Berlin, 
1910; and J. S. Steiger, Die Wertzuwachsaleucr in Deutschland und der 
Schweiz, Zurich, 1910; Cf. also Fabrizio Natoli, L'impoda suW incremenio* 
di valore del auolo urbano, Palermo, 1908; T. Becu, Impuestos al mayor 
valor de la propriedad immueble, Buenos Aires, 1914; M. Peteche, Lea 
plus values. Base d'imposition, Paris, 1919. 
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first imposed in the German colony of Kiauchau in 1898. When 
the German government took over that possession the Admiral 
in charge, von Diederich, was much concerned over the diffi¬ 
culties that had developed in some of the Asiatic colonies, and 
especially in the cities opened to the world’s trade by China in 
1895, where a few speculators had bought up much of the 
land for ridieulously .small sums and then held it for sale to 
Europeans at very high prices. The German government was 
about to make large outlays in constructing harbors, erect¬ 
ing government buildings and building railroad stations and 
factories. The admiral, foreseeing a great rise in land values 
thought that it would be desirable for the government to pur¬ 
chase a large part of the land and then sell it to intending pur¬ 
chasers as might be needed. With this object in view, he issued, 
on the very day of occupancy, November 14, 1897, a proc¬ 
lamation forbidding any transfer of land without the author¬ 
ization of the government. As the immediate purchase by 
the government turned out, however, to be impracticable, 
the admiral contented himself with obtaining from the native 
holders, by offering them a remission of a certain part of the 
annual land tax, an option on the land at prices existing at 
the time of occupation. A.s the land, however, even if not in 
possession of the government, was sure to increase in value 
almost entirely because of the prospective outlay by the gov¬ 
ernment, an official memorial of April, 1898, suggested that no 
future transfer of land should bo permitted without the authori¬ 
zation of the government, which should also participate in the 
profits. The ideas of the memorial were carried out in the 
famous land ordinance of 1898. This provided that whenever 
any plot of land in the colony was sold, one-third of the in¬ 
crease in its value, after deducting any improvements in or on 
the land made by the owner, should be paid to the government; 
and that in case the land was not sold, it should be valued 
every twenty-five years and one-third of any increase in the 
value be similarly paid to the government. The first was called 
the direct increment tax {direkte Zuwachssteuer), the second, 
the indirect increment tax.* 

t • The “Landordnung” of Kiauchau is printed in full in the first number 
of the Jakrbuch der Bodenreform, 190.5, p. 66. A thorough study of the 
entire matter is made by Dr. W. Schrammlcr in two articles: “Die Land- 
politik im Kiautschougebiet,” and “Die Steuer-politik im Kiautschouge- 
biet,” in the same periodical, vol. xvii. (1911), pp. 1-62, and vol. viii. (1912), 
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Neither the official who was primarily responsible for the 
plan nor the admiral who put it in force was acquainted with 
the theories of either John Stuart Mill or Henry George. 
The measure was a purely practical one, and was designed 
not so much to secure fiscal results as to prevent speculation 
on the part of the Chinese and the acquisition of the best land 
by private individuals. In fact, the yield of the tax was negli¬ 
gible, the greatest revenue, secured in 1901-02 amounting to 
only .f2,004. On the other hand, since the land was sold only 
to those who guaranteed to build at once, the speculator was 
effectually discouraged. 

The Kiauchau experiment at once attracted the attention 
of the land reformers in Germ,any. The German Land Reform 
League petitioned the government to extend the principle to 
the other German colonics.' At the Colonial Congress of 
1902 in Berlin the success of the scheme was emphasized, and 
as a result the possibility of applying the plan within Germany 
itself began to be discussed in the press. 

The situation in Germany was peculiar. The cities were 
growing with a rapidity exceeded perhaps nowhere in the 
world, and there was accordingly great opportunity for specula¬ 
tive activity. The German tax system, moreover, played pecul¬ 
iarly into the hands of the s|)cculators. In the first place, 
although a few cities practise the system of special asssessments 
{Beitriige), they are in most cases levied, not as in the Ignited 
States when the improvements are made, but only when the 
building is erected. There is thus every inducement to keep 
the land idle as long as possible. Secondly, the land tax is 
not assessed on the soiling value of the land, as in the United 
States, but on its assumed produce or yield. Moreover, the 
calculation of the estimated yield of the land used for agricul¬ 
tural purposes is revised only at long intervals, in Prussia, e.g. 
every fifteen years. As, therefore, the towns rapidly encroach 
upon the agricultural suburbs, the land continues for a long 
time to be assessed, notwithstanding its enormous rise in value, 
according to its assumed produce as so-called “potato land.” 
The result, of course, is to offer every inducement to the specu¬ 
lator to keep land out of use. As a consequence, German 

pp. 1-68. Here will also bo found a reprint of the memorial or Denkschrijt 
■Uber Land und Steuerwesen. 

‘ The German Land Reform League issued Zur Landfrage in den Kolon- 
ten, 1899; and Kamerun oder Kiautschou, 1900 
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towns, especially those of moderate size, have been confronted 
by a housing problem (Wohnungsnot), such as is found nowhere 
else in the civilized world. For in England the cities have 
not grown at quite so rapid a pace, and in the United States 
the practice of assessing the real property tax, on the basis of 
actual selling value coupled with the system of special assess¬ 
ments, which imposes a heavy burden on the land before the 
building improvements are made, effectually prevents the 
German abuses. In Germany, therefore, since the beginning of 
the twentieth century a great literature has arisen on the housing 
problem as connected with the fiscal question.* 

The reform movement assumed two forms. The first was 
to introduce a tax on the selling value of real estate {Steuer- 
nach dem gemcinen Wert or Besitzateiier), either in place of the 
existing tax on assumed produce or in addition to it. In a few 
cities such a tax has now been introduced, although at a far 
lower rate than is customary in American cities and with 
correspondingly less effect in removing the evils of the situa¬ 
tion. 

The second phase of the reform was the introduction of 
a tax on unearned increment, based on the Kiauchau experiment 
discussed above. The first city to introduce the increment-value 
tax was Frankfort a. M. which initiated the syst(!m in 1904. In 
the following year ('ologne and Gelsenkirchen, and in 1906 Dort¬ 
mund and Essen adopted the scheme. From that time on, 
the movement spread rajiidly throughout Germany; by April, 
1910, the increment-value tax was found in about 4,500 
cities and towns, including about one-fourth of the entire 
population of the German empire; The tax varied in its 
details from place to place, but the fundamental principles 
were everywhere similar. As those separate taxes have now 
all been abolished, it will suffice to call attention to their chief 
features. 

‘Compare Paul Voigt, Grundrente und Wohnungsjrage in Berlin und 
teinen Vororkn (Jena, 1901); Adolf Weber, t/eber Bodenrente und Boden- 
spekulation in der madmen SUull (Leipzig, 1904); Fuchs, Zur Wohnungs- 
frage (Leipzig, 1904); 11. Blberstadt, Me Spekidatim im neuzeAUkhen Slid- 
tebau (Jena, 1907); and Hamlhnch des Wohnunga wesms und der Wohnunga- 
*frage (Jena, 1911); K. von Mangoldt, Me alddliache Bodenfrage (Gottingen; 
1907); 0. Gutzeit, Me Bodenrefnrm (Leipzig, 1907); J. von Bredt, Me 
Nalional-Oekmnmie des Baden (Berlin, 1908); Adolf Weber, Baden und 
Wohrmng (Leipzig, 1908); and W. Gemund, Bodenfrage und Badenpolitik 
(Berlin, 1911). 
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The increased value on which the tax was applied was gen¬ 
erally interpreted to mean the difference between the last pur¬ 
chase price and the present selling price. Allowance wa? almost 
universally made for expenditures incurred in the improvement 
of the land and for the cost of new buildings or rebuilding. 
Allowance W!is also usually m.ade for a sum equivalent to the 
stamp tax, the transfer tax and other fees connected with the 
change of ownership. A further sum was usually allowed rep¬ 
resenting the interest (not compounded) from the time of the last 
sale to the present transfer. In some places these sums, es¬ 
pecially the cost of improvements, were subtracted from the 
selling price, while in others they were added to the purcha.se 
price. In some places again, where certain parcels of an entire 
tract owned by a single individual had been sold at a loss, 
allowance was made therefor, provided that the losing sales oc¬ 
curred at the same time as those that were profitable, or within 
a limited period previous thereto. In most cases, again, slight 
increases of value were exeraptcxl. The tax applied in general 
only to increments of value exceeding ten per cent; sometimes, 
however, it began only at twenty per cent, and in Frankfort only 
at thirty per cent. 'I'he rates were almost always progressive, 
but the minima and maxima varied greatly. Thus in Ham¬ 
burg the rates were graduated from one to twelve and one-half 
per cent, while in Cologne they rose from ten to twenty-five 
per cent. In Gelsenkiridien the maximum was thirty per cent. 
The scale of progression, moreover, varied considerably, from one 
per cent for eaidi ten-per-cent increase of value, as in Cologne, 
up to ten per cent for each five-per-cent increase in value in 
some other cities. The maximum limits varied still more 
widely: in Paderborn, for instance, the highest rate (fifteen 
per cent) was imposed in case of an increase of value of over 
seventy-five per cent, while in other towns the increase of 
value taken into account in determining the rate was con¬ 
siderably higher, rising in some cases to two hundred per cent. 
The highest tax imposed anywhere was thirty per cent where 
the increase of value was over one hundred and fifty-five per 
cent. 

Owing to the short time that these local taxes had been in 
force the fiscal results were not pronounced. But the taxe* 
approved themselves on the whole to the authorities and the 
system was beginning to spread even to the state governments. 
A bill for a state increment-value tax was introduced in Bavaria 
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in 1909, arid in January, 1910, the first state increment-value 
tax was established in Lippe-Detmold.' 

The project of an imperial tax on increment value was first 
suggested by Dr. Wilms, mayor of Posen, in a speech in the 
Prussian House of Lords on March 28,1908. The scheme was 
at once taken up; a few weeks later it enlisted the support 
of Professor Adolf Wagner in a speech at a convention of land 
reformers. A heated discussion thereupon ensued throughout 
the country. The project was vigorously opposed by the various 
local interests that had now come to consider the unearned 
increment as a valuable object of local taxation. The advocates 
of the scheme had, however, no difficulty in showing that if 
site values were the result of the numbers and prosperity of 
the population, the empire as a whole also contributed to this 
prosperity and to these numbers; .and that in reality no legiti¬ 
mate stopping place between locality and empire existed. 
The most that the supporters of the project conceded was that 
the localities had an undoubted right to a large share of the 
proceeds.^ 

The movement in favor of the scheme became .so strong 
that in May, 1908, the finance committee of the Reichstag 
resolved to ask the government to introduce without delay a 
bill for an imperial unearned increment tax. Secretary Sydow 
stated, however, that he must first submit the whole project 
to the opinion of experts. The judgment of these officials was 
on the whole adverse, and a memorial wius submitted in opposi¬ 
tion.® Notwithstanding this adverse judgment, a bill was in¬ 
troduced and passed in a second reading on June 23d. A few 
weeks later, however, it was decided to postpone the enactment 

*C/. “Dicerste staatliche Zuwachssteucr,” in Jahtbuchder Bodenrefom, 
vol. vi. (1910), pp. 49-,57. 

*The most important of the works in favor of the scheme were: Dr. 
Wilms, Dk Rekhit-Zuwachiisieuer (1909); A. Pohlman-Hohenaspe, Der 
ersie Schriti zii gesunderi Finanzen (Leipzig, 1909); A. Damaschke, Zum 
Kampfe urn dk Rdchs-Zuwachsslcuer (Berlin, 1910). Cf. also a scries of 
seven articles written from the point of view of each of the various economic 
interest, such as agriculture, industry, commerce, building trades, etc., in the 
Jahrbuch der Bodenreform vol. vi. (1910), pp. 161-229. The chief arguments 
in opposition were expressed by Dr. Strutz, Betrachtungen zur Rekhs- 
^uwachssteuer (Berlin, 1910); and Karl Diehl, “Zur Kritik der Reichs- 
Zuwachssteucr,” in Conrad’s Jahrbiicher, vnl. 40 (1910), p. 289 el seq. 

•This Denkschrift betreffend dk reichsgeselzliche Einfiihrung einer Wert- 
Zuwaehasleuer fur Immobilkn is printed in the Jahrbuch der Bodenreform, 
vol. V. (1909), pp. 192-203. 
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of the law, and for the time being a stamp tax was substituted. 
Nevertheless, the law contained a clause that an imperial un¬ 
earned increment tax, designed to yield twenty millions of 
marks, should be introduced, if practicable, by April, 1911, and 
surely not later than April, 1912. 

The prospect of an imperial tax evoked all manner of 
schemes on the part of the landowners, designed to frustrate 
or to evade the projected legislation. This, together with the 
urgency of the fiscal situation, decided the government to ex¬ 
pedite matters, and a bill was introduced in April, 1910. It was 
referred to a committee and, after considerable discussion be¬ 
came law in February, 1911, but with retroactive force to De¬ 
cember 31, 1910.^ 

The new imperial tax replaces all the former state and munici¬ 
pal taxes of the same kind. The law provides that, in the case of 
the transfer of any property interest in real estate, a tax shall be 
levied on the increase of value which occurs without the activity 
of the owner. In this statement two points arc to be noticed: 
the tax is imposed not simply on Land values, as in England, but 
on real estate, thas raising the question of how improvements on 
land are to be treated. In the second place, the words “with¬ 
out the activity of the owner ” raise the question how far the 
increase of values is due, on the one hand, to the growth of the 
conununity or, on the other, to the efforts of the landholder. The 

‘ The original bill with the amendments of the Commission, and of the 
first and second reading, is printed in the Jahrhiich fur BnJcnrefnrm, vol. 
vi. (1910), p. 114 et seq. The law can most conveniently be consulted in 
Finanz-Archiv, vol. xxviii. (1911), p. SI? el aeq. Cf. also the JahrbuchfUr 
Bodenrefomi, vol. vii. (1911), pp. (G-H.'i. The annotated law has been 
published in various annotated editions. I'he best perhaps, is Dr. H. Koppe, 
Das Zuwachssteuer-Gesetzvon Feb. IJ,, 11)11, mil den Amfuhrungs-Bestim- 
mungen des Bumlesrats Preussem, Bagerna undBeicliscns (Munich and Berlin, 
1911). Good discussions of the new law are those of Dr. G. Strutz, “Die 
Reichs-Zuwachsstouer vom sozial-politischen Standpunkte,” in Braun’s 
Annalen fiir Sozud Politik und Geseizgebung, vol. 1 (1911), no. 1; and of 
M. Weyermann, “Die Reich8zuwach.ssteuer vom .sozialpolitischen Gesicht- 
spunkte,” in Schmoller’s Jahrbuch fiir Geseizgebung Verwallung und 
YoUcmirtschafl, vol. 36 (1912), pp. 283-.303. Cf. also Professor Gustav 
Cohn, “The Taxation of Unearned Increment in Germany,” in The British 
Economic Journal, vol. xxi. (1911), p. 212 el seq.', and R. C. Brooks, “The 
German Imperial Tax on the Unearned Increment,” in Quarterly Joumai 
of Economics, voh xxv. (1911), p. 682 el seq., with a translation of the law 
on pp. 751-766. In E. Poisker, Kedchswerlzuwachssteucr. Das geltende 
Rechl und die Ziele seiner Reform, Berlin, 1912, will be found a twelve page 
bibUography of the topic. 
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small interests of the lower middle classes are exempted: the tax 
does not apply to any interest in real estate of less than 20,000 
marks in the case of improved property, or of less than 5,000 
marks in the case of vacant land; provided always, that neither 
the owner nor his wife had more than 2,000 marks income in 
the preceding year, and provided also that neither of them was 
engaged in the real-estate business. Other exemptions include 
associations for building purposes, for colonization and the 
like, provided that their profits are limited to four per cent. Cer¬ 
tain transactions, moreover, are not liable to tax, such as 
transfers by inheritance, under certain conditions or by marriage 
settlement, or for the purpose of agricultural improvements, 
such as the redrawing of boundary lines among scattered strip 
of real estate {Flurverdnigung and Umlegung). In order to 
meet a common method of evading the tax, it is provided that 
any transfer of securities of a corporation whose assets consist 
of real estate should be considered a transfer of the land itself. 

The increment of value subject to tax is defined as the differ¬ 
ence between the purchase price and the selling price. To the 
last purchase price, however, the following additions are to be 
made: (1) Four pr cent as representing the original cost of 
acquisition. If it can be proved that the transfer fees were 
more than this sum the actual cost may be substituted. (2) The 
amount of speial assessments for opening streets, constructing 
sewers, etc., together with interest at four per cent tor not more 
than fifteen years. (3) If the purchase took place through the 
foreclosure of a mortgage, the amount of the mortgage is to 
be added to the equity. (4) All outlays for permanent im¬ 
provements, together with five pr cent on such outlay or, 
where the owners are engaged in the building industry, fifteen per 
cent of such outlay. (5) An additional amount equal to two and 
one-half pr cent in the case of certain small proprties.* 

* This complicated item i.s clearly explained on p. 694 of the essay of 
Brooks mentioned above. “If the original purchase price and the perma¬ 
nent improvements taken together, show the proprty to have cost less 
than too marks an are ($964 pr acre), or three times as much in the case of 
vineyard land, an amount equal to 2H per cent pr annum from the time 
of the purchase in the case of purchase price, and from the time of making 
vnprovements in their case shall be added. In the case of land which, on 
the same basis, represents a higher value per are, there shall be added on 
such excess, if unimproved, 2 pr cent pr annum; if improved, 1 % per cent. 
If the priod of ownership has been less than five years, and the land has 
remained unimproved, these additions are reduced one-half” (Joe cit., 
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It was in connection with the question of improvements that 
the chief discussion took place. In some of the municipal taxes, 
as we have seen, the cost of improvements was subtracted from 
the selling price, while in others it was added to the purchase 
price. In many cases this did not make much difference, but 
in the new imperial tax the rates, as wo shall see in a moment, 
are based on the percentages of the unearned increment to the 
purchase price of the property plus the cost of permanent 
improvements and the other additions. It is obvious that if 
the value of the im])rovements is added to the cost price, the 
percentage of increment, and therefore the tax rate, will be much 
le.ss than would otherwise be the case. In the original draft of the 
bill the value of permanent improvements was subtracted from 
the selling pri(;e instead of being added to the purchase price. 
The advocates of this provision supported it on the ground 
that the increase of value was almost always due to a change in 
the value of land rather than in the value of improvements. 
Moreover, it must be remembered that the German law pays 
no attention to depreciation in the value of buildings. It is 
perfectly conceivable that where a fairly good house is sold a long 
time after its purchase, when it has become greatly in need of 
repair, the increase in the value of the land might be swallowed 
up by the decrease in the value of the house. In such a case to 
permit the owner to add the value of the improvement to the 
cost price is virtually to exempt him from the tax, notwithstand¬ 
ing the rise in land values. Nevertheless, in the contest that 
ensued, the landowners succeeded in securing a change in the 
bill, and the law, as adopted, p(!rmits the owner to include the 
cost of improvements in estimating the purchase price. This, 
it is obvious, greatly diminishes the rigor of the tax. 

From the selling price, on the other hand, it is permissible 
to deduct first the costs of the sale, including fees; second, a 
compensation for any diminution of value that may occur after 
Jan. 10, 1911; and third, the amount by which the annual 
yield on the land, for a period of not more than fifteen years, 
falls short of three per cent on the original purchase price, includ¬ 
ing the improvements. This practically frees the holder of 
p. 694). The object of these provisions is three-fold; first, to favor agricul¬ 
tural land, and especially vineyard land, where the value of the land is ia 
part due to the efforts of the cultivator; second, to increase the tax on land 
that is no longer used for agricultural purpo^ and is "ripe ” for building; 
third, to compensate the landholders for a rise of values which may be in 
part due to a decrease in the purchasing power of money. 
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^ vacant land from any tax unless the annual increment of value 
is more than four or five per cent. 

An important section of the law provides that if the last 
transfer took place more than forty years previously, the value 
of the property at a period of forty years before the transfer is 
to be taken as the purcha.se price, unless it can be shown that the 
property commanded a higher value before that periorl. Fur¬ 
thermore, if the last transfer took place before the year 1885 its 
value at that date is to be taken as the purchase price. 

The rate of the tax depends, as stated above, on the percentage 
of the unearned increment to the purchase price of the property 
plus the cost of permanent improvements and the other legal 
additions. Where the increment of value is ten per cent or less, 
the tax is ten per cent of the increment. The rate increases one 
per cent for every additional twenty per cent (and later ten 
per cent) of increment of value until it reaches a rate of thirty 
per cent on all increments of value of 290 per cent. A diminu¬ 
tion of one per cent on the tax, however, is permitted for every 
year since the last sale; and where the last sale took place before 
January 1, 1900, this diminution is allowed at the rate of one 
and one-half per cent annually up to January 1, 1911. 

The tax was to be assessed by the state authorities in each 
commonwealth, but under the general supervision of the impe¬ 
rial officials. Of the proceeds fifty per cent went to the empire 
and forty per cent to the locality, the remaining ten per cent 
being reserved by each state to cover the cost of collection. The 
localities, however, were permitted to levy additions to the tax, 
with two restrictions: they could not impose more than double 
their own share, and the total tax imposed in any individual 
case could not exceed thirty per cent of the increment value.^ 

Contrasting the German law with its English analogue, we 
notice not .only its great complication, but the presence, in the 
endeavor to be just to all interests, of many awkward provisions. 
The differences may be sununarized as follows: the tax is not 
one on pure land values; second, no allowance is made for depre- 

> In 1913 the imperial land-increment tax was converted into a general 
property-increment tax through the Vermdgenizuwachssleuer as a part of the 
new Bmlzstever. The proceeds of the land-increment taxes henceforth 
reverted to the states and localities. The principle of the property-in¬ 
crement tax was again accepted in the Beicliskricgsslever of 1916 and 
in the extraordinary War Taxes (Kriegsabgaben mm Vermdgemzuwachse) of 
1918 and 1919. 
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elation in the value of improvements; third, the concessions to 
the landowners mentioned above will seriously reduce the fiscal 
importance of the tax; and fourth, many of the provisions are 
so complex that they will undoubtedly create difficulty. With 
all its defects, however, the law is a striking example of progress 
in the conception of fiscal justice, and an evidence of the in¬ 
fluence of modern changes in economic conditions on the forms 
of taxation. 

If we compare the (lerman reforms as a whole with those in 
Great Britam we notice some .striking analogies accompanied 
by no less striking dissimilarities. Both countries have relied 
for their increasing revenues to a larg(‘ extent on indirect taxes. 
Both countries have developwl and perfected their income 
tax. Both have introduced somewhat similar land taxes. On 
the other hand, while England has further developed its in¬ 
heritance tax, the Gorman effort in the same direction was 
frustrated. Per contra, however, the tuljustment of the relations 
between local and central finance has made more progress in 
Germany than in England. In the case of the taxes on transac¬ 
tions and consumption the British system is on the whole 
superior to the Gerttian. The British income tax, again, not only 
compares favorably with the German system in simplicity of 
administration and in fiscal results, but is more nearly in accord¬ 
ance with the modern theories of ability to pay. In the matter of 
inheritance taxation Great Britain is far in advance of Germany. 
The British land taxes, finally, are more comprehensive than the 
German, and the increment-value tax in particular is both more 
simple and more in agreement with correct theory. It is only 
in the single point of adjustment between local and imperial 
taxation or, as in Germany between local, state and imperial 
taxation that the British system is inferior to the German. 
Taking it all in all, therefore, it may be said that ^hile the 
German reforms constitute an undeniable step in advance, 
many further steps must be taken before the German fiscal 
system can be declared to be on a level with the English. It 
is not at all improbable that the coming years have in store for 
Germany an improvement in the methods of the income tax 
and the adoption of a revised and modernized inheritance 
tax.* 

‘This prediction has been verified by the readjustment of German 
taxation in 1920, which brought about the revolution in the relations of 
federal and state taxation referred to on p. 389, supra. 
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V. Australasia 

The recent tax reforms in Australia and in New Zealand have 
effected no dramatic changes like those of 1909-10 in England 
and Germany. The movement in the antipodes has been a 
continuous progress on the lines discussed in the case of New 
Zealand in the last chapter. The year 1910, however, is marked 
not only by the extension to the Commonwealth of Australia of 
certain taxes previously reserved for the separate states, but 
also by some significant changes in the laws of the states them¬ 
selves. The Australasian movement may be discussed under four 
heads: (1) the land taxes in the states and the commonwealth; 
(2) the exemption of improvements in the localities; (3) the 
spread of the income tax; and (4) the relation between local and 
general finance. 

The land taxes in Australasia were originally imposed partly 
for revenue purposes, but chiefly in order to discourage the 
formation of large landed estatc.s.* The carlio.st law of this 
kind was enacted in Victoria in 1877. It provided for a tax on 
rural lands over 640 acres in extent and over £2,500 in value. 
It was followed by the South Australian law of 1884, with the 
introduction of the progres.sive principle in 1890.^ In both 

■ The best account of the Australasian land taxes will be found in The 
Financial Yearbook of the Commonvxallh of Auslralia, 1901-10, by G. H. 
Knibbs (Melbourne, 1911); especially in secs, vi., xix. and xx.; and in the 
New Zealand Official Yearbook, 1911, by M. Frazer, Wellington, 1911. The 
British Blue Books on the land taxes of Australia and New Zealand, pub¬ 
lished in 1906-07, were reprinted with additions in 1909, under the title Tax¬ 
ation of Land, etc. Papers bearing on land taxes and on income taxes, etc., in 
certain foreign countries, and on the working of taxation of site values in certain 
cities of the United States and in British colonies, together with extracts relative 
to land taxation and land valuation from reports of Royal Commissions and 
Parliamentary Committees. Cd.4750. A synopsis of the Australian systems 
up to 1908 will be found in Seligman, Progressive Taxation, 2d ed., 1908, 
p. 94 et seq. Cf. also W. Pember Reeves, State Experiments in Australia and 
New Zealand, 1902, vol. i., pp. 2.51-268, and a later article by the same 
author, ‘‘Land Taxes in Australasia,” Economic Journal, vol. xxi. (1911), 
p. 613 et seq. This article sums up his conclusions published in the Blue 
Book mentioned above. 

• In Victoria the rate was Ij^ per cent of the capital value of the land. 
The land was, however, valued on a pastoral basis, according to sheep- 
raising capacity, at from £1 to £4 per acre. This, of course, meant an in- 
0 significant tax. In South Australia the law of 1890, still in force, imposes a 
tax of one halfpenny in the pound on the unimproved value of land and 
over £240 in value, with an additional halfpenny per pound for any excess 
over £5,000, and with 20 per cent additional for absentees, who are defined 
as those who have been away from the state for more than one year. 



RECENT REFORMS IN TAXATION 


517 


these cases, however, the taxes were light and produced no 
appreciable effect on the size of the estates. In the other Aus¬ 
tralian state in which the system was introduced—namely. New 
South Wales, the object was primarily fiscal, the law of 1895 
imposing a tax of one per cent on all unimproved land. 

In New Zealand a more vigorous policy was inaugurated 
as early as 1891, as has been explained in the last chapter. 
It will be remembered that the law adopted in that year pro¬ 
vided for a tax of one penny in the pound on all land with an 
exemption of improvements up to £3,000; and in the case of 
land of the value of at least £.5,000 an additional graduated 
tax on the value of the land, exclusive of improvements and 
without deduction for mortgages, the rate rising in fourteen 
classes imtil it reached l'j4d. in the pound (changed to 2d. in 
the pound in 1893), when the land was worth £210,000. This 
made the maximum rate on the largest estates 3d. in the pound. 

This graduated land tax, however, proved ineffective from 
both the fis(;al and social point of view. Its yield had in- 
(ireased only from £71,000 in 1893 to £79,000 in 1903, not¬ 
withstanding a considerable ri.se in the value of land. The 
effect of the law in cutting up large estates was correspondingly 
slight; it was, indeed, almost imperceptibh;. 

It was consequently decided to increase the scale of gradua¬ 
tion; and in 1903 an additional tax over and aliove the ordinary 
penny rate was imposed on unimproved land, the rate being 
graduated from one-sixteenth of a penny on land values of 
from £5,000-7,000 and reaching 3d. (one and one-fourth per 
cent) on land values of £210,000, with fifty per cent additional 
for absentees. This change, together with an improvement 
in the machinery of assessment increased the yield in the next 
three years (up to 1906) about thirty per cent.' 


' The exact figures as presented in fhe Now ZenUind Official Year Book, 
1910, p. 662, are as follows): 


YEAR 

ORDINARY 

DAND TAX 

ORADUATED 

LAND TAX 

absi?ntees’ 

TAX 

1900-01. 

£222,.353 

233,545 

217,307 

232,774 

254,726 

277,144 

£ 71,406 

£ 825 

1901-02. 

78,214 

1,076 

1902-03. 

77,832 

923 

1903-04. 

98,681 

3,536 

1904-05 . 

94,703 

3,425 

1905-06. 

104,949 

3,663 
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But while the fiscal results were gratifying, the government 
was not satisfied with the effect of the law in breaking up 
large estates. The statistics show that while there had been, 
up to 1906, a diminution in the estates of over fifty thousand 
acres, and a somewhat smaller decrease in the number of es¬ 
tates between twenty and fifty thousand acres, there had been 
virtually no falling off in estates between ten and twenty thou¬ 
sand acres and an actual increase in tliose between five and 
ten thousand acres.* 

On the other hand, the increase in the number of the very 
small plots was largely due to laws indejiendent of the tax 
system, especially the scheme inaugurated in 1892, whereby 
the government purchased large estates in order to lease them 
in small sections to intending farmers, as well as the plan by 
virtue of which a group of settlers might form a land settle¬ 
ment association, purchase an estate by means of debentures 
issued through a public trustee under the guaranty of the 
government and then subdivide it into plots of not more than 
500 acres. 

Accordingly in 1907 the government decided to increase 
substantially the rate of the tax in the case of land values over 
£40,000, so that the additional graduated land tax now reached 
two per cent at a maximum value of £200,000.^ This change 
led to a considerable increase of the revenue, the yield of the 
graduated tax almost doubling in four years, and forming a 

'The New Zealand Ojjicial Yearbook, 1910, p. 626; ibid., 1911, p. 610, 
gives the following figures, indicating the number of farms of different 
sizes: 


TEAR 

5- 

100 

ACRES 

100- 

1,000 

ACRES 

1,(KK)- 

5,000 

ACRES 

5,000- 

10,000 

ACRES 

10,000- 

20,000 

ACRES 

2(),(XK}- 

50,000 

ACRES 

OVER 

.50,000 

ACRES 

TOTAL 

1883 

14,760 

14,267 

1,281 

203 

141 

83 

23 

30,764 

1886 

17,075 

15,471 

1,425 

220 

151 

79 

29 

34,460 

1889 

18,805 

16,743 

1,413 

221 

134 

89 

27 

37,432 

1892 

19,369 

17,538 

1,.5.58 

208 

148 

84 

30 

38,935 

1902 

20,799 

20,316 

2,144 

200 

123 

70 

23 

43,785 

1906 

20,900 

21,269 

2,417 

278 

129 

62 

13 

45,068 

1911 

21,767 

21,924 

2,7,53 

307 

121 

39 

11 

46,922 


• The scale of the additional taxes on unimproved land value over and 
above the ordinary penny rate was fixed in 1907 as in the table printed 
on the following page. 
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continually growing percentage of the entire public revenue.* 
Even this, however, did not satisfy the public, and it was 
provided that, after 1910, on all land other than that used 
for bu.sine.ss premises, the graduated scale should be increased 
by twenty-five per cent, the result is that the total land tax 
now rose to three and onc-half per cent in the case of residents, 
and to six per cent in the case of absentees. In 1917, 50% was 
added to the graduated land tax, increasing the old rate of Id. - 
Id. to a maximum of 103^d. (4 1/3%) for residents, and to 14d. 
(5 4/5%) for non-residents. The total land tax thus reached 
5 1/3 and 6 4/5% respectively. Whether these increased rates 
will suffice to attain th(; objects of the law in greater measure 
than has hitherto been the case, remains to be .seen. The 
figures of land-holding for 1911, as compared with those of 
1906, show a decided falling off in farms of from 20,000 to 
50,000 acres, but a virtual standstill at both extremes. 

What may be called the New Zealand system of land value 
taxes, has been spreading through other parts of Australasia 
during the last few years. In a few cases indeed the system 
is still but slightly developed. Thus, in South Australia where 
the rates were increased in 1903 and 1905, the law of 1906 


■The rales of 1907 were as follows: 


LAND VALTTKS 

RATE (per £) 

LAND VALUES 

RATE (per £) 

£ 5,000- 7,000, . . . 

l-16d. 

£20,000-22,500.. . . 

8-16d. 

7,000- 9,000.... 

2-l6d. 

22,500-25,000. .. . 

9-16d. 

9,000-11,000.... 

.3-16d. 

25,000-27,.500. . . , 

10-16d. 

11,000-1.9,000,. . . 

4-lf)d. 

27,.500-30,000. . . . 

ll-ied. 

13,000-1.5,000,.. . 

5-164. 

30,000-35,000. . , . 

n-m. 

15,000-17,000.. . . 
17,000-20,000.. , , 

6-10/. 

7-16d. 

35,000-40,000. . . . 

13-16d. 


At a valuation of £40,000 the rate was 8 shillings per £100 or two-thirds 
of one per cent. For every £1,000 additional value the rate increased one- 
fifth of a shilling until at £200,000 the rate equalled two per cent. 

The revenue from the land taxes was as follows: 


YEAR 

ORDINARY 

LAND TAX 

GRADUATED 

TAX 

absentee’s 

TAX 

TOTAL 

LAND 

TAXES 

! PER CENT 
OP TOTAL 
REVENUE 

1906- 7 

1907- 8 

1908- 9 

1909- 10 

1910- 11 

£317,176 

346,160 

3.89,844 

417,668 

416,426 

£125,929 
186,000 
209,248 
220,044 
• 209,493 

£4,237 

5,680 

5,809 

4,558 

2,804 

£447,342 

537,846 

604,901 

642,270 

628,723 

10.49 • 

10.58 

13,82 

15,13 

13.00 
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reverted to the original rates of 1896.* Again, in New South 
Wales, after the passage of the Local Government Act of 1906 
the operation of the land taxes was to be suspended whenever 
the shire or municipality should levy a similar local rate of not 
less than one penny on the pound. As such local rates are now 
levied almost everywhere in New South Wales, the revenue from 
the state tax has virtually disappeared.^ Finally, in Western 
Australia where the tax was introduced in 1907, the rate is 
only one penny in the pound on unimproved land over £50 
in value, with a rebate of one-half the tax to the owner of im¬ 
proved land. 

The year 1910, however, witnessed not only the extension of 
the land-value tax system to Tasmania and its increase in 
Victoria, but also the adoption of the scheme by the Common¬ 
wealth proper. In the same year there was likewise, as we have 
seen, a decided steepening of the grade in New Zealand. 

In Victoria, although the law of 1910 imposes a rate of only 
one halfpenny in the pound on all land whose unimproved 
value exceeds £2.50,® the absolute restriction on the valuation 
of land to £4 as provided by the law of 1890 ha.s been abolished, 
thus bringing about a substantial increase in the taxes on 
more valuable property. In Tasmania an act of 1910 levies 
a progressive tax on land values ranging from one penny to 
twopence halfpenny in the pound.'* 

Most important, however, was the adoption of a federal 

‘ In 1903 the land tax was fixed at three farthings in the pound, the 
additional tax on rental values over LI,000 remaining at one halfpenny. In 
190.5 the rates in both cases were made three farthings; in 1906, how¬ 
ever, both were reductxl to one halfpenny. Sec p. 115 of the Blue Book 
cited above on page 516. 

* Between 1902 and 1907 the revenue varied from £300,000 to £.350,000 
a year. 'By 1920 the revenue was only £2,8.34. Of. the Official Yearbook 
of New South Wales, 1909-1910, by John B. Trivett, government statis¬ 
tician, Sydney, 1911, p. 336. 

• As the unimprovrf value rises above £2.50 the exemption diminishes 
at the rate of £1 for every £1 of excc.ss, so as to leave no exemption at all 
when the land is worth £.500. 


* UNIMPROVED 

VALUE 

RATE 

(per pound) 

UNIMPROVED 

VALUE 

RATE 

(per pound) 

Under £ 2,500 

Id. 

£30,000- .50,000 

2d. 

2,500- 5,000 

m. 

.50,000- 80,000 

2Kd. 

5,000- 15,000 


80,000 .and over 

2Hd. 

15,000-30,000 

iHd. 
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tax on land values by the Commonwealth in 1910 on the lines 
of the New Zealand scheme. The rate of this federal tax varied 
from Id. to 6d. in the £ for residents, and from Id. to Id. for ab¬ 
sentees.* In 1914 the maximum rates were increased to 9d. and 
lOd. respectively, and in 1917 to 10}^. and 14d. respectively. 

Although the tax was imposed largely for fiscal purposes, so¬ 
cial considerations were by no means lacking. From the fiscal 
point of view the tax still forms a relatively insignificant feature 
in the federal budget, the yield in 1911 being about £1,370,000 
as against over fifteen millions from other sources, chiefly excise 
and postal revenue. So far as the burden on the landowners is 
concerned, however, there must be added to this federal tax the 
state taxes on land.^ 

Bearing this in mind it may be said that the scale in Australia 
is now higher than in New Zealand. In both cases the social 
results may be expected to be more appreciable in the future, 
especially so far as the largest estates are concerned. Two 
and one-half to three per cent on land values is equivalent 

‘ The exact scales are as follows: 


UKSIDKNTS " AUSENTKES 


VALUES 

KATE 

(PEU pound) 

|i 

VALUES 

i KATE 

(per pound) 

Up to jC 5,000 

exempt 

Up to £ 5,000 

Id. 

.5,000- 15,000 

Id. 

£ 5,000- 20,(KK) 

2d. 

15,000- 30,000 

2d. 

20,000- 35,(MH) 

3d. 

30,000- 45,000 

3d. 

35,000- .50,000 

4d. 

45,000- 00,000 

4d. 

.50,000- 05,000 

.5d. 

60,000- 75,000 

M. 

05,0(K)- 80,000 

ed. 

over 75,000 

Od. 

1 over 80,000 

7d. 


* The yield of the land tax in the Australian states for the p.ast few years 
is as follows: 



190.5-06 

1907-08 

1909-10 

New South Wales. 

£336,7.85 

£178,889 

£ 9,066 

Victoria. 

103,.536 

89,496 

114,357 

South Australia. 

94,601 

93,762 

94,126 

Western Australia. 

Tasmania. 

54,776 

11,140 

57,742 

34,344 

79,021 

• 

Total. 

£589,098 

£431,029 

£330,914 


Cf. The Official Yearbook of the Commonwealth of Australia of 1901-1910, 
No. 4, Melbourne, 1911, p. 840. 
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to fifty per cent on the income—an obviously prohibitory tax. 
Whether the tax will turn out to be destructive of large hold¬ 
ings will depend chiefly on the general conditions of prosperity 
and on the rise in the value of the Lind. If land values ri.se 
faster than the amount of the tax, the influence of the law will 
continue to be slight. To the extent, however, that there 
may be a slackening in the rise of land values, the effect of the 
tax will soon be apparent. 

VI. The Exemption of Improvements in Australasia 

The second point of interest in the Australasian development 
is that the principle of land-value taxation, first applied in the 
states, has been extended not only to federal, but also to local 
taxation. It is true indeed that the form which the local move¬ 
ment has taken has been slightly different from that of the state 
and federal movements. The local taxes or rates, ius they are 
called, were originally levied largely on the same principle as 
in the mother country; that is, the rates were imposed on the 
rental value or the so-called annual value of real estate. The 
practical consequence was the same: when the property was not 
rented it was assumed to possess no rental value and it therefore 
paid no taxes. Under this system, vacant land might be held 
out of the market for speculative purposes for an indefinite time. 
To prevent this practice, a movement set in to replace the tax 
on rental values by one on capital values. In some cases a 
further step was taken: improvements were exempted in whole 
or in part, so that the tax, to an increasing extent, now fell upon 
bare land values. 

It is true that in the majority of the Australasian states this 
new system has not yet been introduced. Thus Victoria, South 
Australia, West Australia and Tasmania still levy the rates on 
annual value. But in the three other states, namely, in New 
South Wales, Queensland and New Zealand, the new system has 
been applied. In Queensland the law dates back as far as 1890; 
in New Zealand to 1896, and in New South Wales to 1906, al¬ 
though in each case the system was actually inaugurated a few 
years later. 

^ In Queensland the Valuation and Rating Act of 1890 was 
passed chiefly for fiscal reasons. The movement goes back to 
a law of 1879 known as the Divisional Boards Act.* While this 

* For the history of these earlier attempts, cf. p. 197 et seq. of the Blue 
Book mentioned above, on page 516. 
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bill was under discussion it was suggested that as considerable 
areas of country were in process of purchase from the crown, 
under the condition that certain improvements be made, the 
obligatory improvements ought to be exempt for rating purposes, 
as otherwise the conditional purchasers might delay making 
them. The purpose of this suggestion was obviously to accel¬ 
erate the settlement of the country. The further suggestion that 
the concession for improvements ought to be extended to the 
towns was stoutly opposed, and in the case of country lands the 
endeavor to exempt improvements other than houses and build¬ 
ings was defeated. The law as passed, provided that in the case 
of ratable property in the country districts, there should be a sep¬ 
arate valuation of land and of houses, and that there should be 
deducted from the total annual rental value “ an amount equal to 
one-half that portion of such rent as shall be deemed to arise from 
any buildings that may be situated on such ratable property.” 

This remained the situation until 1887 when the Valuation Act 
provided that in the case of town and suburban lands the annual 
rental subject to taxation should be estimated !»s a sum equal 
to two-thirds of the rental value, including improvements. A 
further modification was introduced in fixing the tax limit. In 
the case of unimproved land the minimum fixed for the rate 
of taxation was a little higher than upon improved land (eight 
instead of five per cent upon the fair capital value), and where 
the land was “fully” improved, no minimum at all was insisted 
upon. Furthermore, it was provided that county lands should 
be estimated at the fair average value of unimproved land of the 
same quality in the same neighborhood, thi; annual value to be 
taken at a certain percentage of this capital value. Thus im¬ 
provements were taxed more lightly than land in the towns, and 
were completely exempted in the country districts. 

In 1890 the general finances of Queensland caused grave con¬ 
cern, and after the failure of an effort to levy an additional tax 
upon property of all descriptions, the Valuation and Rating Bill 
was so framed as to give the local authorities greater taxing 
powers. Hitherto the state government had given £2 for every 
£1 raised locally by the divisional boards. In the course of the 
discussion the proposition was made not only to change the sys¬ 
tem of local rating from rental to capital value, but also to pro* 
vide for a total exemption of all improvements. Public atten¬ 
tion, however, was more strongly directed to the need of increas¬ 
ing local taxation than to the particular method of rating. 
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In the years following the adoption of this new system the 
valuation of land fell off very greatly, necessitating, of course, 
a progressively increasing rate of tax. Up to 1893 the decrease 
in the valuations may be ascribed to the law. After 1893, 
however, it must be in part ascribed to the commercial crisis 
of 1893, from which Australia did not recover until the beginning 
of the new century.' In the larger towns this situation caused 
no little anxiety and led to the appointment of a royal commis¬ 
sion in 1896. While the report of the commission was on the 
whole favorable to the new system, it must be remembered that 
the comparison was between the new system of taxing the capi¬ 
tal value of land and the old one of taxing the rental value of all 
real estate. The law of 1890 had still included the valuation of 
buildings in the case of occupied crown lots on mineral fields, 
owing to the difference in the marketable capital value of the 
land as compared with other lands. But in 1902 the Local 
Authorities Act extended the principle of the exemption of 
improvements for local rates to all lands. 

The next state to adopt the .system was New Zealand. In 
1896 an Optional Rating Act was passed, giving the loc.al bodies 
the option of choosing between the ordinary rating system, 
according to annual valuer, and a new tax on the unimproved 
capital value of land. The law, still in force, provides that a 
shilling in the pound on the annual value .shall be (h'emed to be 
equivalent to three farthings in the pound on the capital value 
of any ratable property; or that the annual value of any rat¬ 
able property should be deemed equal to six per cent of its capital 
value. The rates on the unimproved value of the land must “ be 
so adjusted as to eeiual as nearly as may be, but not to exceed, in 
producing capacity, the rates madi^ and levied on the annual or 
capital value as the case may 1 )e ” under the old law. The annual 
value is deemed to be the letting value less twenty per cent in 
the case of houses, buildings and other perishable property, and 

' As an example of this change we append the valuation figures for the 
city of Brisbane, as found on p. 202, the Blue Book cited above: 


1890, under the ohl system 

VALUATION 

£9,061,450 

1891, under the new system 

8,800,351 

1892 “ “ “ “ 

7,814,185 

1893 “ “ “ 

6,745,553 

1894 “ “ “ 

6,363,308 

1895 “ “ “ “ 

5,807,.541 

1902 “ “ “ “ 

5,882,055 
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less ten per cent in the case of land; but in no case shall the an¬ 
nual value be deemed to be less than five per cent of the value 
of the fee simple. The capital value is deemed to be the selling 
value of the land including improvements. The maximum limit 
of the tax, so far as the general rate is concerned, is fixed at 2s. 
in the pound on the annual value or at V/^d. in the pound on the 
capital value of all ratable property, or its equivalent on the 
unimproved value.' 

The law provides that the petition to change to the new 
system must be signed liy at least fift(!en p(T cent of the rate 
payers, and that it must be adopted by a majority vote. In 
1899 the first locality made use of this provision, and during 
the next few years the system gradually spread. Ry 1906 
seventy-five localities had decided to take a vote on the change 
and out of these seventy-five, si.xty-thrf>e voted “yes” and 
twelve voted “no.” A few years later, in 1!K)9-10, out of 159 
boroughs in New Zealand, 43 levied the local rates on the unim¬ 
proved value of land, 18 on the capital vahni of real estate and 
40 according to the old system of annual value.* 

As the boroughs are naturally the most prosperous parts of 
the counties, the importance of the unimproved value system 
is really somewhat greater than would ,api)ear from the above 
figures. As a matter of fact, almost one-third of all the rates 
were collected under the mnv system.'* Of the four largest cities 
two, Wellington iuid f’hrist (Tiurch, have adopted the sys¬ 
tem of exemption of improvements, but the other two, Auckland 
and Dunedin have refusc'd it. In considering the above figures, 
moreover, two points must ))e rem('mbered: first that as the old 
sy.stem was supplanted the new one of basing the rates on capital 


^New Zealand 0,ificial y’^carhook for /.9/f, Wellington, 1011, p. 169. 
2The figures for the difh'roni local divisions are as follows: 



TOTAL ■ 

REPORT- 

INU 

RATES ON 

RENTAL 

VALUE 

RATES ON 

CAPITAL 

VALUE 

KATES ON 
! UNIM¬ 
PROVED 

VALUE 

Counties. 

.346 

fi 

286 

54 

Boroughs. 

109 

48 

18 

43 

Independent town boroughs. 

23 

2 

17 

4 

• 

Total. 

478 

156 

321 

101 


* Full details for each locality will be found in the New Zealand Official 
Yearbook, 1911, pp. 178 to 192, inclusive. 
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or selling value was chosen by five times as many counties and 
about half as many boroughs as those that selected the method of 
exemption of improvements; and secondly that the system of 
rating on the unimproved value of land applies only to the so- 
called general rate, and not to the special rates levied for water, 
gas, electric light, sewage, hospital or poor relief purposes. 

In New South Wales the system was inaugurated almost a dec¬ 
ade later. In 190.5 the so-called Shires Act was passed which, 
as supplemented by the Ix)cal Government Extension. Act of 
the following year, providefl that the general local rates should 
thereafter be levied on the unimproved value of the land at a rate 
of not less than Id. nor more than 2d. in the pound. A council 
of a municipality which h.as hwied a rate of not less than Id. on 
the unimproved value is {)ermittcd to impose such additional rate 
as may be required on either the improved or the unimproved 
value. The total amount, however, to be derived from these 
general rates, taken together, is required not to exceed the 
amount yielded! by a r.ate of 2d. in the pound (0.83 per cent) on 
the unimproved value, or bs'. 6d. in the jwund (7.5 per cent) 
on the assessed annual value of all nitable land.^ It is also 
provided that as soon as any locality puts this new system into 
force the operation of the state tax on land values is to bo sus¬ 
pended.^ Here, again, it is to be noted that in addition to the 
general rates, the so-called special rates, as well as local and loan 
rates may be imposed on either the improved or the unimproved 
value. Most of the muni(;ipalities have, however, chosen to levy 
these extra rates on unimproved value. An important exception 
consists of the rates imjiosed by certain water-supply and sewer¬ 
age boards which are still levied according to the old system. In 
1912, sixty-four out of seventy-three municipal and shire 
councils raised £399,197 on land values of £31,344,898,* the av¬ 
erage rate for all local taxes being 1.27% of the value of the 
land. It will be seen how low the rate of taxation is, as com¬ 
pared with American conditions. 

Finally, it may be added that in South Australia the Land 
Values Assessment Act has for some time permitted the locali¬ 
ties to substitute for the existing local rates, which may be 

« ' Official Yearbook of the Commonwealth of Australia, 1901-1910, Met 
bourne, 1911, p. 98.5. 

* Cf. supra, p. 620. 

* The figures are printed in detail in the Sydney Standard, and reprinted 
in the March, 1912, issue of the Melbourne Progress. 
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levied either on gross annual rental or on capital value, a new 
system of taxes on the unimproved value of land. No locality, 
however, has yet availed itself of this permission. 

Such has been the development of the law. What are the 
practical results? It is usually claimed by the advocates of the 
system that the exemption of improvements will do away with 
speculation, stimulate the building trade, lower house rentals 
and abolish congestion of population in the cities. What light 
does the Australasian experience throw ui)on these claims? 

In considering this problem we are dependent for informa¬ 
tion largely upon the reports of the local authorities. In a few 
cases we have some information as to the local results of the state 
taxes on land values; but these taxes, it will be remembered, 
are so insignificant as to be almost devoid of importance in 
the towns. Thus in South Australia, where aft(!r 189.5 consider¬ 
able areas of suburban land in the towns were liuilt uiwn, we 
are told, in an official report of I9()(i, that “much of the improve¬ 
ment would have occurred irrespective of ta.xation, with the 
gradual growth and advancement of fhe state.” ^ Furthermore, 
we are informed that “on the rental of house projierty and 
vacant sites, the effect is not appreciable.” Finally we are told 
that while there was a falling off in si)e(mlation, this was due 
entirely to the collapse of the land boom in the eighties, for 
“this phase of speculation is in no wise affected by taxation.* 

Similar testimony comes from New South Wales. The acting 
statistician of that state tells us that the effect of the state 
tax on land values has Iwen inappreciable. Suburb.an building 
has indeed considerably advanced, “but there is no doubt that 
much of the extension i.s due to the facilities for settling in 
the suburbs afforded by the (‘xcellent tramway system.”* 
Rentals in the suburbs have indeed fallen, but “the reduc¬ 
tion is due but slightly to the operation of the land tax, the 
chief cause being the opening up of newer and more select 
localities through the extension of the metropolitan tramway 
and railway system.” He adds: “as regiirds the suburbs be¬ 
yond the influence of the tramway system, experience shows 

‘ “Papers relative to the Working of Taxation of the Unimproved Valut 
of Land in New Zealand, New South Wales and South Australia,” in the 
Blue Book mentioned above. See especially p. 115. 

‘Ibid, p. 116. 

• Ibid, p. 132. 
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that in general there has not been any material alteration in 
rents for ordinary tenements.” The entire situation is summed 
up in these words; “On the whole it may be said that the land 
tax has had no very appreciable effect on any of the conditions 
referred to,” that is, the building trade, rentals, vacant sites 
or land speculation. This conclusion is concurred in by the 
First Commissioner of Taxation who says th.at: “taking the 
operation of the land tax as a whole, it is not considered that 
it has had any pronounced effects on the land generally,” so 
far as the towns are concerned.^ 

The effect of the state taxes on land value accordingly, was 
unimportant. As to the effect of the exemption of improvements 
in local taxation, the existing information is limited to New 
Zealand and Queensland. In New Zealand the commissioner of 
taxes sent a circular addres.sed to all the local authorities; fifty- 
two replies were received, of which a digest has been printed. 
While not a little testimony unfavorable to the new system was 
elicited, most of the localities declare it sati.sfactory. During 
the period of its operation there was a general increase of pros¬ 
perity throughout the state. In some of the replies, however, 
doubt is expressed whether this prosperity was in any way due 
to the method of taxation. The great majority of the replies 
are to the effect that no especial results can be di.scerned either 
one way or the other. Thus the Eketahuna council writes; 
“unable to say what effect is, as success of the dairying industry 
overshadows the eflfecd of taxation.” The Hokitika council 
writes that many new buildings “have recently been erected, 
but this is attributed to prosperity rather than change in rat¬ 
ing.” The Hawera council tells us that the “building trade, 
rent, land speculation, etc., have not been affected to any ap¬ 
preciable extent.” The Pahiatua council writes that tlie brisk¬ 
ness in the building trade “is considered due to natural causes,” 
and to the general prosperity of the community. 

Again, so far as the influence of taxation on rents is con¬ 
cerned, while some loc.alities think that rentals have Ireen 
reduced, others state the contrary. Thus, Grey Lynn tells 
us that the system “does not affect building trade, and has not 
tended to reduce rents.” The Kairanga council says; “Building 
trade not stimulated; rents little affected.” From Karori bor¬ 
ough we hear; “do not think building trade or rents affected.” 
From Maraetai we learn; “no perceptible change in buildings 
* Blue Book, op. cit., p. 133. 
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or otherwise.” The North East Valley borough states; “does 
not materially reduce rents.” Finally, Woolston borough 
informs us that while the building trade is improving “rentals 
are not lower.” Some localities in fact go still further and call 
attention to the inevitable results of the system. Thus, the 
Stratford borough council holds that the “system acts unfairly 
and tends to the crowding of houses on small sections,” and from 
Winton borough we hear that the system “throws tax much 
heavier on unimproved sections and appears to benefit those 
who crowd good buildings on small areas.” ‘ The te.stimony 
from New Zealand thus appears to be inconclusive and some¬ 
thing at least (;an be .said on both .sides of the que.stion. 

When we come to Queensland we find a very able report 
from Mr. ("orrie, a leading architect who has served for many 
years as a valuer in Bri.sbane. While he is favorable on the 
whole to the exemption of improvements, he tells us that the ob¬ 
jection that the system must lead to the over-utilization of the 
land “has not so far been tested in the state.” ^ Moreover, 
he is decidedly of the opinion that while the system has hitherto 
worked fairly well, .there are distinct limits to its usefulness and 
even to its po.ssibility. He writes: 

“.Hthough raising considerable local revenues on unimproved land 
value has so far met with little objection, it by no means follows that 
very profound .study has been accorded to the .subject by those most 
interested.® ... As furtlicr duties come under local government 
jurisdiction, the present system cannot escape from very critical ex¬ 
amination, for manife.stly there is a limit to the burden which will be 
accepted upon any single class of proix;rty.” 

He tells us that since the local taxes on land values are at 
present not excessive and are expenderl upon services from which 
the land derives a reasonable benefit, there is not much likelihood 
of discontent soon arising from the system in Queensland. 
But he points out that as soon as the land tax increases 
to the point of diminishing the capital value of the land, dis¬ 
content will be sure to arise. What has saved the system thus 
far has been the low rate, coupled with the rise of land values 
due to the general prosperity of the colony. He adds: 

I 

“As taxes increase, however, and especially as frc.sh duties have to 
be undertaken, all the issues will be less simple, and other forms of 


• Op. cU; pp. 138-140. 


p. 211. 


> Ibid., p. 212. 
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property—as, for instance, in the fight over the Brisbane hotels ques¬ 
tion—will be looked to for contribution as well as land.” 

His conclusion is that the future hits in store the “due recog¬ 
nition of two important factors in municipal finance (not satis¬ 
factorily accounted for under a land tax)— viz., ‘ability to pay’— 
and the now equally recognized principle that ‘persons as well 
as things ’ should <;ontribute.” ^ 

From this Australasian evidence three inferences can be drawn; 
In the first place, so far as the testimony is favorable to the ex¬ 
emption of improvements, it must be remembered that the new 
system is compared with the old method of taxing rents. What 
pleases the public, so tar as they are pleased, is not so much the 
exemption of improvements as t he change from taxation of rent¬ 
als to taxation of capital value. This is apparent from the tes- 
tinvony. Thus, for instance, the Wellington city council favors 
the new method chiefly because it “paralyzes the old system 
under which rental values on lands could by simple manipula¬ 
tion reduce local taxation to a farce.” * In this connection it is 
a most significant (although hitherto unnoted) fact that in 
South Australia, where the e.xemption of improvements is 
legally permissible and where no locality has yet availed itself 
of the permission, the old system of local rates allows an assess¬ 
ment on capital values. That is to say; where local rates are 
levied only on rental values, there arise all the difficulties 
which have indmted England and (Scjrmany to impose new land 
taxes, and which have led in .Australasia to the exemption of 
improvements; but where the tax is levied on capital instead of 
rental values, as is the case in the United States and as is true 

' These inferences arc corroboraled by the results of an independent 
investigation subsequently made by J. E. Le llossignol of Denver and 
W. D. Stewart of Dunedin in an article entitled “Rating of Unimproved 
V'ahies in New Zealand,” and publishetl in Addresses and Proceedings of the 
First Conference of the National Tux Association, New York, 1908, p. 273 
el seq. After pointing out that in cities like Wellington, overcrowding has 
been increased rather than diminishwi, and that taxes on rural property 
in general have been relatively increased as compared with taxes on town 
property, the authors tell us that “the facts do not warrant optimistic 
conclusions. . . . The benefits of rating on improved value are not so 
obvious as to command unanimous approval, . . . The opposition to the 
•system appears to be growing stronger as the [leople are coming to recognize 
its relation to the propaganda for single tax. ... Up to the present time 
the economic effect s of rating on unimproved value have been insignificant,” 
See esp. p. 284. 

'Ibid., p. 140. 
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in large measure in South Australia, the tendency to any change 
is far less apparent. So far, therefore, as the results of the 
Australasian system of exempting improvements from taxation 
are deemed favorable, they may be declared to be due primarily 
to the adoption of the system of taxing capital instead of rental 
values. 

In the second place, even thus limited, the reports of the ex¬ 
periments in Australasia are inconclusive. In some cases we hear 
of good, in other cases of bad results. Nowhere has a careful 
study been made of the consequences of the exemption of im¬ 
provements as compared with a tax on the capital value of 
all real estate. Finally, as the experienc(' of Queensland clearly 
shows, the whole system is of slight importance partly be¬ 
cause the rates have been low, and partly because the adop¬ 
tion of the new method of assessment has come at about the 
same time as the recovery from the long depression of the early 
nineties. 

When to all these considerations we add the fact that in most 
cases only a portion of the local rates are levied on land values, 
we are forced to the conclusion that a much longer experience 
will be required before it can be .as.serted with any reasonable 
degree of confidence that the system of exempting improvements 
from taxation ha.s had results at all comparable to those that 
are often ascribed to it by hasty writers. 

VII. The Australian Income Tax and the Relation of State to 
Federal Finance 

The third phase of tax reform in Australasia mentioned 
above ^ is the development of the income tax. Here again we 
have to deal not with the sudden introduction of any new prin¬ 
ciple, but with the elaboration of a system initiated some time 
ago. The last few years have everywhere witnessed a growing 
realization of the importance of income taxation, and in several 
states the year 1910 marked a significant change. 

Australasia was among the earliest democracies to intro¬ 
duce progressive inheritance taxes. The.se have remained sub¬ 
stantially unchanged for several decades. Income taxes 
came considerably later. With the exception of South Aus¬ 
tralia where such a tax was introduced in 1884 there were 
no income taxes on the Australian continent until shortly 


‘ P. 516. 
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before the end of the nineteenth century. New Zealand fol¬ 
lowed in 1891 when an attempt was made to reach incomes 
by the same act which imposed the land tax. The income tax 
was only slightly progressive: 6d. in the pound on the first tax¬ 
able £1,000, and Id. on each additional £1,000. It was not 
until 1895 that Victoria and New South Wales introduced 
the income tax, and not until 1902 that Qut'ensland and Tas¬ 
mania followed suit.' In the year 1907, however, there began 
a new phase of income taxation: such taxes were introduced 
where they had not yet existed, and almost everywhere the old 
taxes were incrc'ased both in amount and in the steepness of the 
scale of progression. Thus in 1907 the income tax system was 
extendofl to Western Australia and the earlier laws of Queens¬ 
land and New South Wales were amended; and in 1910 the 
rates in Victoria, Tasmania and New Zealand were increased, 
in some cases to a substantial extent. Finally the Great War 
not only led to considerably higher rat(>s in all the Australian 
states but brought about in 1915, the introduction of a federal 
income tax with an elaborate scale running up to 25 per cent. 
The details will be found in the note.^ 

' In Scligtnan, Progressive Taxation in Theory and Praxlice, 2d ed., 1908, 
p. 97 el seq., will be found a detailc<l account, of all the income taxes which 
were in force in Australasia up to 1900, with the single exception of New 
South Wales, where the income tax was not levied according to the pro- ' 
gressive principle. In New South Wales the law of 1895 imposed a tax of 
6d. in the pound on all incomes of £200 and over, if not derived from land. 

* Vidoria. The law of 1895 provided for a progreasive scale which was 
changed in 190.8 and 1904. In the case of incomes from personal exertion, 
the rate (1912) was: 

RATES RATES 

INCOMES (per £) INCOMES (pER £) 

£100 to £ .500 U. £1,000 to £1,500 5d. 

500 “ 1,000 4d. over 1,500 6d. 

If the income was derived from property, the rates were doubled. In 1906 
incomes under £200 were exempted, and an abatement of £150 was allowed 
on incomra from £200 to £500. In 1!K)8 a distinction was made between 
individual and corporate incomes, the former being reduced by 20 per 
cent; but in 1910 this was repealed. Laml used as a residence by the owner 
was deemed to yield an income of four per cent on its capital value. A tax 
of Id. in the pound was imposed on the incomes of all corporations except 
life insurance companies, which pay at the rate of Sd. in the pound. For¬ 
eign ship owners pay 5d. in the pound. 

New Smith Wales. The act of 1895 was amended in 1907; the rate was 
still 6(1. in the pound, but in the case of incomes derived from personal 
exertion the exemption was increa.sed to £1,000. Further amendments 
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From the point of view of revenue the income taxes play a 
considerably greater r61e than the land taxes. In New South 
Wales and Victoria, even before the war, they were exceeded in 

were made in 1911 and 1914. In 1919 the rates varied from M. in the 
pound on incomes up to £700 to Is. 2d. on incomos over £9,700, with an 
addition of onc-thiril on incomes from property. The exemption is £250, 
plus £.50 for insurance and superannuation premiums, .and there is a de¬ 
duction of £50 for each child. For companies the rate is I.s. in the pound. 

Ouemsland. Tlieactof 1902 was amende<i in 1906 and 1907 as follows: 

INCOMES FROM 

PERSONAL EXERTION RATES (PER £) 

£ 200-£ 500 (id. 

,500- 1,0(X) up to £ ,500; 7d. above 
1,000- 1,500 7d. up to £1,000; M. above 

over 1,.500 8d. 

£200 was deducted in every case. On incomes derived from property the 
rate was 9d. in the pound, and in the case of absentees and corporations, the 
rate was I.s. in (he pound. 

South A nulrnlvi. The act of 1881 has been frequently amended. The 
rate in the case of incomes from peissmal exertion was in 1912 four pence 
halfpenny in the pound for all incomiw from £1.50 to £800 and 7d. in 
the pound above £800. In the case of income from property the rates 
were 9d. and Is. IJ ^d. rospectively. In the case of incomes up to £400, 
£200 were exempt. 

Western Amlrdin. The Law of 1907 fixeil a rat.e of 4d. in the [xiund on all 
incomes over £200; and fifty per cent additional in the case of absentees. 
Corporations, however, were, by a law of 1899, as amended in 1906, sub¬ 
ject to a tax of Is. in the pound on dividends. 

Tasmania. The act of 1902 was repealed in 1910, when the following 
rates were imposed in the ca.se of incoims from personal exertion: 


INCOME RATE (PBR £) INCOME RATE (PER £) 


£125 

125-£1.50 

id. 

4 kid. 

£900-£1,000 6<f. on first £400 

150- 250 

md. 

Id. on next £200 

250- 350 

5Kd. 

Sd. on next £200 

350- 400 

hHd. 

10(1. on remainder 

400- 700 

j 6d. on first £400 
j Id. on remainder 

Above £1,000 Same rates on first .£800 
lOd. on next £200 

700- 900 

(W. on first £400 

Is. on next £500 


id. on next £200 
Sd. on remainder 

1.1. id. on next £500 

Is. id. on remainder 


In the case of incomes from property, the rate was Is. in the pound, pro¬ 
vided that the income was over £100. Incomes under £80 in the case of un¬ 
married persona or under £100 in the case of married persons were exempted. 
The following abatements were permitted: , 

INCOME EXEMPTION INCOME EXEMPTION 

£ 80-£110 £70 £150-£250 £40 

no- 125 60 250- 350 30 

125- 150 50 350-400 20 
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importance only by the inheritance taxes. In Queensland and 
South Australia the income tax was the most important, in 
Western Australia the dividend tax. It is only in Tasmania 

Every taxpayer, the taxable amount of whose income was less than £150 
could claim a rebate of 2s. 6d. for every child under 16 years. 

In addition to the income tax the law of 1904, amended in 1906, imposed 
a so-called ability tax, the amount of which was dctermiiUxl according to the 
annual value of the property occupiefl, or the amount paid for board and 
lodging, In the case of property the rate varied from’Id. to 6d. in the 
pound, on the annual value. In the case of board and lodging the rate 
varied from to 6</. in the pound on the amount payable annually for 
board and lodging. 

New Zealand. 'I'he law of 1891 was amended in 1910 as follows: A deduc¬ 
tion was allowed for £800 of income. Up to £700 the rale was 6d. in the 
pound, rising grtuiually \mtil in the case of incomes exceeding £2,300 the 
rate was l.s. 2d. in tlw pound. In the case of cor|X)ration8 there were no ex¬ 
emptions and the rate varied from bs. to bs. 2d. in the pound. 

In 1915 the tax w.as increased one-third. In 1916 an extra 6d. was added 
up to £900, and Is. Id. over £900. In 1917 a special war I,ax of 4s. fid. was 
imposed, which, added to the 3s. regular tax, made a maximum of 7s. 6d. 
A deduction of £300 was allowed when the total income did not exceed 
£600; and between £tjlK) and .£9IH), the ileduction of £300 was reduced 
by £1 for every £l of income above £fi00. £25 were also allowed for each 
child under sixteen years of age. 

The, Commonweallh. In the law of 1915, on incomes derived from personal 
exertions the rate is 3 3/8(X)d. per pound, increasing by 3/800d. with each 
increase of one pound of the taxable income until an average rate of 2s. 
7J4d. per £ is reached on £7,600. Over that sum the rate is hs. in the £. 
On income derived from property the rate up to £546 is stated by the 
following formula: 

^“(^ + 181.058 Y' 

R=rate. 

1= taxable income. 

On sums between £546 .and £2,000 the tax increases continuously until 
it reafehes 33.6<1. per £ on £2,0IX) 10s., and thence rises to a rate of 5s. per £ 
for every £ in excess of £6,500. An additional tax is levied of 25% as 
well as a supertax of 30% of the total amount of the tax. The exemption 
is in the case of unmarried taxpayers with no dependents £100, less £1 for 
every £5 in excess of £100. In the case of married taxpayers, or those with 
dependents, the exemption is £150 less £1 for every £3 in excess of 150. 
The deductions are £26 for every child under sixteen; £.50 for friendly 
society and superannuation premiums; another £50 for life assurance and 
ifidelity guarantee premiums; and all gifts over £5 to public charitable in¬ 
stitutions or war relief funds. Winners of prizes in lotteries pay 13%. Ab¬ 
sentees are taxed on their income received in Australia. Companies pay 
8d. in the £ on dividends and interest to absentees and 2*. 6d in a £ on all 
taxable income not distributed. 
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and New Zealand that the land tax yielded more than the 
income tax. Since the war even this is no longer true. 

In Australasia, as a whole, if we take the income and the in¬ 
heritance tax(^.s together we find that their yield forms an 
overwhelming proportion of the revenue from direct taxation. 
Entirely apart from any consideration of the indirect taxes 
which are still so important, Australasia may be said to be 
moving away from, rather than in the direction of, the prin¬ 
ciples of th(! single tax. 

One feature in the development of the taxation of incomes 
by the .states deserves a word of mention in view of the con- 
trovensy over the general subj(!ct in the United States. Origi¬ 
nally much difficulty was experienced in making the salaries 
of federal officials subject to income taxation. In 1907, however, 
the federal Parliament enacted the Conunonwcalth Salaries 
Act which declared that salaries and allowances paid by the 
commonwealth are liable to taxation by the states, payable in 
the state where the officer resides and the salary is earned or, 
in the ca.se of a member of Parliament, in the state in which he 
was elected. The only exemption is the salary of the governor- 
general. 

The fourth and final point in our consideration of tax reform 
in Australasia is the relation of state and federal finance. When 
the conunonwcalth was created in 1900, the constitution vested 
in the federal government exclusive power of levying customs 
and excise duties and in the state and the federal governments 
concurrent powers of direct taxation. But as the revenues of the 
various states had previously been derived largely from cus¬ 
toms and excises, and as it was practically certain that the 
commonwealth expenditures would, for some years at least, 
not equal the revenue derived from these sources, it was decided 
to allot to the states a certain proportion of this revenue. In de¬ 
fault of such allotments the states would have found it necessary 
to raise the rates of the taxes on inheritances, incomes and land 
to inordinate heights. It was accordingly provided in the 
so-called “Braddon” section of the act by which the federal 
constitution was established, that during the first ten years 
of the newly creattMl union, and thereafter until otherwise de¬ 
cided, there should be returnerl to the states three-fourths of 
the net revenue from customs and excises. Thus was adopted 
the system of the collection of taxes by the central government, 
with the distribution of a part of the proceeds among the states. 
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The Braddon clause was, however, not the only section affect¬ 
ing the relations of federal and state government. Many func¬ 
tions of government, which under the American system are re¬ 
served to the states, were transferred from the states to the 
commonwealth. It was fully recognized that the discharge of 
these functions would necessitate large federal expenditure; but 
it was not believed that this transfer of expenditure would be, at 
first at least, at all conunensuratc with the transfer of rev¬ 
enue. (’onscquently there was inserted in the constitution a 
provision for the repayment to the states of any surplus fed¬ 
eral revenue. The principles which should govern the al¬ 
location of revenues according to this clause, as well as under 
the Braddon clause, were set forth in a special section of the 
constitution, which was to remain in force for five years and 
thereafter, until changed by Parliament. This embodied what 
became known as “the bookkeeping system.” Under this 
scheme each state was to be credited with the federal revenue 
collected in respect of ihat state, and to be debited with the 
expenditure incurred on its behalf in connection with the 
transferre<l departments as well as with its share, on a per 
capita, basis, of the new expenditure of the commonwealth. 
It was also provided that the duties chargeable on goods im¬ 
ported into one state and consumed in another should be 
credited to the consuming state, on the theory that the duty 
ultimately falls upon the consumer. The balance in favor of 
any state is payable monthly by the commonwealth. 

Finally, another special clause (section 96) of the constitution 
provided that the Commonwealth parliament might grant finan¬ 
cial assistance to any state on such terms and conditions as the 
parliament should think fit. This section was introduced with 
the object of rendering the constitution more elastic in the mat¬ 
ter of assistance to the states than it would have been if the 
Braddon clause and the bookkeeping system were rigidly 
adhered to. No claim for such special assistance has, however, 
yet been made. 

So far as the Braddon clause is concerned, it may be said that 
for some time it worke<l fairly well, although with every year 
the situation became more embarrassing in the separate states, 
“for the reason that, in making up their budgets, it was prac¬ 
tically impossible to forecast for the immediate future what 
would be the share of each state in any particular federal tax. 
Moreover, the one-fourth revenue assigned to the federal gov- 
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emment gradually proved to be inadequate for its expenses. At 
first the commonwealth retumeil to each state not only the 
three-fourths due it, but a substantial balance in addition. By 
1908, however, not only had the growing expenses of the com¬ 
monwealth swallowed up the whole of the one-fourth, so that 
there was no balance to be returned to the states, but the one- 
fourth itself was now inadeciuate.* 

This contingencj' was foreseen several years before it arose 
and attempts were made to find some satisfactory way out of 
the difficulty. Repeated conferences were held by the premiers 
of the several states, but it was not until 1909 that an agreement 
was reached. Meanwhile the matter had become particularly 
urgent, because of the decision that the federal government 
should assume all the state debts. The agreement between the 
ministers of the commonwealth and of the states was to the 
effect that the commonwealth should retain all of the customs 
and excise revenues, and that it should pay over to the states 
a definite sum every month, computed at the rate of £1 5s. per 
annum per head of population. In view, however, of the 
heavy obligations incurred by the commonwealth in the pay¬ 
ment of old-age pensions, provision was made for withholding 
from the actual shortage in the revenue the sums returnable to 
thcc states (luring that year, with an adjustment as between the 
pension states .and the non-pension states. Finally, because of 
the largo per capita contribution of Western Australia to the 
cufstoms revenue, there was granted to that state an additional 
special annual payment; this was to be £250,000 the first year 
and was to diminish by £10,000 annually thereafter. One-half 
of this allotment to Western Australia was to be deducted from 
the shares of the other states. 


' Thus i.s apparent from the following figurca: 


YEAR 

NET REVENUE 

CUSTOMS AND 

EXCISES 

ONE-FOURTH 

ASSIONED TO 

COMMONWEALTH 




£ 

£ 

£ 

£ 

1901-02 

8,633,996 

2,1,58,499 

1,269,757 

888,742 

1902-0.1 

9,413,442 

2,3,53,110 

1,207,876 

1,145,234 

1903-04 

8,844,195 

2,211,049 

1,465,716 

745,333 

1904-0.5 

8,543,310 

2,135,827 

1,400,541 

735,286 

1905-06 

8,739,298 

2,184,825 

1,3.54,915 

829,910 1 

1900-07 

9,386,097 

2,340,524 

1,540,523 

806,001 

1907-08 

11,368,220 

2,842,0.55 

2,511,315 

330,740 

1908-09 

10,573,860 

2,643,465 

2,643,465 

nil 

1909-10 

11,323,207 

2,830,801 

2,830,801 

nil 
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The act embodying this agreement was passed in December, 
1909, to take effect as an amendment to the constitution; but 
the amendment was rejected by the electors at a referendum in 
April, 1910. It therefore devolved on the federal parliament to 
settle the question by law, and a few months later the Surplus 
Revenue Act was passed, which embodied practically the same ^ 
provisions, and which is now in force.' By the terms of this act 
the commonw(?alth undertook during the period of ten years 
commencing July 1,1910, and thereaft(;r until parliament should 
otherwise provide, to pay to ea(di state, or to apply to the pay¬ 
ment of interest on the state debts assumed by the common¬ 
wealth, an annual sum of 25 a‘. per capita. The state of Western 
Australia was to receive an additional sum amounting in the 
first year to £250,000 and diminishing in each succeeding year 
by £10,000 and one-half of these payments was to be deducted 
proportionately from the amount payable to all the states. 
Any surplus revenue in the federal treasury at the end of any 
year was to be turned over to the several states, and for the year 
1911 the commonwealth was authorized to deduct from the 
amount payable to the states, the estimated deficit in the fed¬ 
eral budget, figured at £450,(X)0. In the same federal election in 
which the fiscal amendment to the constitution was rejected, 
the provision to have the commonwealth assume all the debts 
incurred by the states was adopted. 

Vni. Cmclusim 

The foregoing survey of the tax reforms in England, Germany 
and Australasia appears to justify certain general conclusions: 

First and foremost, attention is to be directed to the great 
development of the income and inheritance taxes, with the 
adoption of the modern principles of progression and of differen¬ 
tiation of taxation. In this respect, as we have seen, England 
has taken the lead, although Germany follows closely in the 
income tax, and Au.stralasia in the inheritance tax. In Germany 
the effort to round out the system of direct taxes by the inherit 
ance tax has thus far been only partially successful; while in 
Australasia, where the inheritance taxes were the first to be 
^adopted, the income tax is for the most part levied on a scale 
somewhat similar to that in England. The growth of the taxa- 

‘ The act is printed in full in Tlw. Official Year Book of the Commormealth 
of Australia, 1901-i0, Melbourne, 1911, p. 800. 
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tion of incomes and inheritances is the most significant aspect of 
the endeavor to realize the principle of ability in taxation. 

Second in importance is the development of the land taxes and 
more especially of the taxes on land values. Here, as we have 
seen, Australasia was really the first in the field, with Germany 
next and England following closely. But in Australasia the 
movement has been primarily toward the exemption of improver 
ments from taxation, coupled with a progre.ssive tiix on land, for 
social rather than for fiscal reasons. In Germany, on the other 
hand, the significant tendency has been in the direction of the 
taxation of the so-called unearned increment of land, first by the 
towns, and more recently by the empire. England has gone 
further than either of the other countries in that it combines with 
the increment-value duty a tax on so-c.allcd undeveloped land. 

In none of these cases, however, should the significance of the 
land taxes be misapprehended. Far from constituting an at¬ 
tempt to apply the principles of the .single tax, as is often erro¬ 
neously asserted, the movement aims nither to realize more fully 
the prineiples of ability to pay by emi)hasizing the j)roduction 
rather than the consumption side of the doctrine of faculty.' 
Not only is the fiscal imiiortance of these land taxes everywhere 
a minor considerat ion hut, as I have pointed out, the real signifi- 
cmice of the state land taxes in England and Germany and of the 
local land taxes in Ausi ralasia is to be found in the endeavor to 
substitute for the old and discredited method of taxing hand 
according to rental value the newer methofl of taxing land 
according to capital or selling value. The old .sy.stem gave an 
unjust .advantage to the land speculator and was largely re¬ 
sponsible for the congestion of population in the towns. The 
new system is an attempt to make the landowner bear his proper 
share of the public burdens. 

The third point to be emphasized is the importance that is 
still attached to indirect taxes. In England, as we have seen, 
the additional revenue that has been provided by the recent 
tax reforms has come equally from direct and indirect taxes. 
In Germany far greater stress has been put upon the indirect 
than upon the direct taxes; and in Australasia the overwhelming 
mass of the total revenue, federal and state, is still derived 
from the customs and excises. * 

These facts indicate not only the fallacy of the claim that 
there is any tendency toward a single tax on land, but also 
* Cf. supra, p. 341. 
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the incorrectness of the assertion that the revenue of modern 
states must be derived chiefly from direct taxes. A careful 
study of the evidence leads us to the contrary conclusion, and 
shows that there must be some fundamental explanation of 
the persistence of indirect taxes. This is not the place to at¬ 
tempt such an explanation—which, it may be said in passing, 
is not given in any of the current treatises on finance. The 
outlines at least of such an explanation may bo found in the 
suggestion that direct taxes, based on the principle of faculty 
or ability to pay, respond to the individual element in the prob¬ 
lem of taxation, while indirect taxes, which cannot be explained 
on any such principle of individual ability, correspond to the 
no less important social clement.* Whatever may be thought 
of this suggestion, and whatever limits it may be necessary to 
posit in the elaboration of a system of indirect t.axes, it is none 
the less true that no explanation of the existing facts of tax 
reform will hold if it fails to appreciate the important place that 
is to bn assigned in the future, ius well as in the pnisent, to in¬ 
direct taxes, side by side with the dirc(d taxes. 

The fourth conclusion is tla; increasing importance wlii(^h is to 
be attached to a study of the relations b<;twecn central and local 
finance, both as between national and state, and as between 
state and communal finance. Our survey discloses several im¬ 
portant tendencies. First to be noted is the provision for new 
and independent sources of fed('ral revenue, as in Australia 
with the land tax, and in Germany with the land t.ax, the in¬ 
heritance tax and the suggested federal tax on posses.sions. In 
the second place, we notiia; the gradual transfer of state taxes 
to the federal government, as regards not only the administra¬ 
tion, but also the yield. Thus in Australiusia the customs and 
revenue taxes are a-ssigned to the federal government; while 
in Germany some of the state excises a-s well as the state in¬ 
heritance taxes are transferred to the federal government, and 
the land increment taxes are at least to be controlled by the im¬ 
perial authorities. In the third place, we observe that the taxes 
collected by the central government are distributed, in part at all 
events, among the states and even in some cases among the 
localities. Not to speak of the English system of grants in aid, 
•tve find in Australasia a distribution of surplus revenues among 
the states and in Germany an apportionment of the inheritance 
tax as between empire and states and the distribution of the new 
‘ Cf. supra, chap, ix, p. 324. 



RECENT REFORMS IN TAXATION 


541 


land taxes among empire, states and localities. More and more 
the fiscal problem is being envisaged'as a totality, and the 
relative claims of the community, state and central governments 
are being considered from the point of view of an equitable dis¬ 
tribution of the entire burden resting upon the individual or the 
class. This is the most recent phase of modern tax reform, and 
for this reason doubtles.s it has hitherto received the least study. 
It is, however, perhaps the most distinctive aspect of the modern 
movement. 

Summing up all these conclusions we see that modem tax 
reform, as illustrated in the.se three great nations, presents a 
combination of social and fiscal considerations; or rather, that 
an attempt is being made to solve the fiscal problem with due 
regard to the social aspects of the situation. If it bo inquired 
what lessons these movements contain, so far as the United 
States is concerned, it would probably not be far amiss to 
state them as follows: 

In the first place, so far as indirect taxation is concerned, 
the United States has not mu(di to learn from this recent develop¬ 
ment. Almost the entin; revenue of the federal government 
is derived from indirect taxes, and in some of our leading com¬ 
monwealths not a little revenue is drawn from similar sources. 
Taking public revenues as a whole in the United States, the 
balance between direct and indiroc^t taxes is fairly well main¬ 
tained, and there is not much nei'il or likelihood of any great 
alteration in their present proportions. 

Secondly, so far as the land taxes are concerned, the United 
States again has not much to learn from the recent development 
abroad. As we have seen, the system of land taxation in the 
United States is superior to that found anywhere else. Whether 
by accident or as a result of economic conditions, it is based 
on the capital or selling value of the land, combined with the 
system of special assessments for particular improvements. 
Neither of these systems, as we have seen, is accepted—at all 
events, neither is developed in anything like the same degree— 
in England, in (lermany or in Australasia, and the movement 
for the imposition of land taxes in tho.se countries is, on the 
whole, nothing more than an attempt to reach the position 
that has long been occupied by the United States. It is possibll 
that our American system may be supplemented, by a small 
tax on the .so-called unearned increment; and it is also pos¬ 
sible that in certain portions of the country a partial or a 
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complete exemption of improvements from the land tax may 
be found desirable. But in many other portions of the country 
both of these projected changes will be found to be either 
unneces.sary or undesirable. Thus in the main we may regard 
with ecpianimity the present situation of the taxation of land in 
the United States, as compared with that of the rest of the 
world. 

In the third place, so far as iidioritance taxes are conoenied, 
the United States is rapidly iipproaching the practice that is 
found abro.ad. In som(^ of our more progressive American 
states this form of taxation h.as already been well developed; in 
others the movement is well under way, so that here also no 
especial lesson need lx* emphasizerl. 

It is on the two remaining points that the chief ■ emphasis 
is to be laid. Inconu' taxation in th<^ United States is only in the 
very first stages of dcwelopment. What h.as been suc(a“.ssfully 
accomplished in Ungland, in Germany and in Austr.alasia, is, for 
the most part, only in tlu^ stag(!'of discaission in the United 
States. A stiuly of the ri'cent reforms of taxation in the rest of 
the world cannot f.ail to comp<'l tla^ comdusion that the near 
future has in store for the United States some form of income 
taxation. 

Finally, and above all, we are h-d to th(‘ conclusion that for 
the next few decades in the United States t he most pn'ssing ques¬ 
tion is to be that of the ixdations of fixh^al, state and local fi¬ 
nance. Scana'ly a single prol)lem connecteil with the more im¬ 
portant direct taxes e.an be attacked, with any hope of successful 
solution, without a consideration of thes(' important relations. 
That England, Germany and Australasia should all of them be 
devoting so much attention to this series of questions is a 
significant sigir of the tinu^s, and from the discussions carried 
on and conclusion.s arrived at in these and other forc'ign countries 
we may hope to gain some light as to the disposition to be made 
in the not distant future, of the income tax, the inheritance 
tax and the corporation tax in the United States. The economic 
forces which are making the whole world akin arc everywhere in¬ 
fluencing ta.xation. With the increasing similarity in the con¬ 
ditions of economic life, it is not unreasonable to expect greater 
correspondence in the fiscal systems. 
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RfICEN'l' LITERATURE UN TAXATION 

In some resiieets the most significant fact of the recent de¬ 
velopment of economic thought is its growing international 
eliaractiT. Not only does the modern economist find it neces¬ 
sary to draw his facts from a wider (i(>ld than that of his own 
country; hut it he desires to ki'cp abreast of the advances in the¬ 
ory he also finds it incumbent on him to read many languages 
and to note the movements in widely distant countries. In no 
domain is this more true than in the science of finance. In the 
following pages an attempt will In' ma<le to run hurriedly over 
the productions of the pi'riod from 1(885 to l!)()0-and in a general 
way to outline their value to the English-speaking student. 

I. Germany 

'rhere ari' two methods of writing economic works. One is 
essentially historical and descriptive, giving an account of the 
past and of thi' actual state of hgislation and of methods, and 
attempting to draw therefrom a stali'inent of the underlying 
principles; the other is primarily abstract and deductive, making 
little us(‘ of history and of facts, but. endeavoring to reach con¬ 
clusions from well-ch'tined jirinciiiles. d’he modern (lerman 
writers on the sciimce of finance had for some time devoted 
themselves almost exclusively to the first method; but more 
recently a partial revulsion of fi'cling was indicated by the 
appearance of si'viTid works which attempted to avoid the exag¬ 
gerations of the extreme historical .school, and to take refuge once 
again in purely theoretic discussion. For Oermany, this was a 
.salutary reaction, because of the comparative discredit into 
which pure theory had fallen. 

The Hartdbook of the Science of Finance by Professor Um- 
pfenbach' is, strictly speaking, not a new work. But as th§ 

‘ Lehrbuch dcr Finurizwissenscluift. Von Dr. Karl thnpfcnbach, o. 8. 
Professor dcr Stimtswisscnschaftcn an dor Univcraital Konig.sbcrg. Zweite 
Auflage. Stuttgart, 1(S87. 
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first edition appeared well-nigh half a century ago, and as 
some notable additions have been made to the present volume, 
it may be discussed as practically a new publication. The first 
edition was (jublislu'd just before the cairrent toward historical 
economics had set in strongly; the second edition apj)ear(’d just 
after the tide has bcgim to ebb. There are hence almost no 
vestiges of the inductive treatment. In fact, the .strong points 
of the work are the rigor of the theoretic discussions and the 
precision of tin; definitions. 

The general tone of the book is conservative. The author 
opposes the further industrial activity of the state, even in sucli 
domains as that of railroads; lii^ has nothing but ridicule fur 
the idea of the income ta.v in practical life; he declares that the 
question of progression docs not bc'long to the science of finance 
at all, because it involves communistic^ changes of pro|)erty. 
These contemtions ar(‘ interesting as giving the work tin; charac¬ 
teristics of the contemporary French rather than of tlac modern 
(lerman authorities. As a matter of fact, they exerted no in¬ 
fluence on (Icrinan practice. 

A more important point in Umpfcnbach’s book is mcthorl- 
ology. The common division of public rc'vcnucs by French 
writers like I.eroy-T5eaulicu is into domains, industrial under¬ 
takings and taxes, corresponding to Adam Smith’s old division 
into revenue from public lancLs, from public stock and from taxes. 
The (jcrman writers, on the other hand, early saw this division 
to be inadequate and, as we know, added another category, fees. 
The exact dedinition of fees, howc'vicr, has always beam a mooted 
point; and few writers agree exactly on the distinction between 
fees and taxes. Umpfenbach definc's fees as “special i)ayments 
for the cost of a financial transaction, in so far as it is necessary 
for political purposes, and in so far as the (^xjrenses surpass those 
which it would be [HTinissible to lay on the community as such.’’ 
Passing ov<'r the minor infelicities of expression, we may say 
that at all events it conveys a precise meaning. 

Had Umpfenbach rest<‘d here, his book would have rendered 
a substantial service to the clearing up of ideas. But he adds 
to his three categori('s of foes, taxes and domains a fourth cate¬ 
gory of fiscal (or lucrative-) irrerogatives, which arc defined as 
•'compulsorily reserved, exclusive rights of the st.ate over speci¬ 
fied kinds of irroperty rights.” The foundation of this fourth 
category is to be found in thes media;val regalia; but Uinpfen- 
bach makes it now include such widely diverise revenues, as 
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the poll tax, taxes on communication, on the transfer of prop¬ 
erty, on legacies and successions, revenue from treasure-trove, 
from mines, salt, tobacco, spirits and bank monopolies, and 
finally from licenses. He lays great cmj)hasis on this divi¬ 
sion; in fa(;t, it is the thread which runs through the whole work. 
But the only result of its adoption would be undue: restriction 
of the field of ta.xation, and an increased confusion as to the 
exact nature of taxes. What he gains by the sc'paration of fees 
from taxes, he lo,s('s by the separation of taxes from fiscal ju'erog- 
atives. His methodological exi)lanation will not, on the whole, 
commend its(‘lf to students of finance. 

Much the same class of (|U(>stions is treated by Professor 
Neumann in his work entitled TnxationA Neumann is well 
known as one of the prominent modem writers on finmice. His 
book on Die progreet^lve Kliikiminu’iistcucr remains one of the 
best works on that knotty subject; and in that, as in all his 
earlier writings, is to lie found a rich fund of liistorical and 
statistical information. In this newc'r work, however, Neumann 
has undertaki'n to analyze in dc'tail the nature of taxation. The 
first volume, the only one that has yet .appeared, is introductory 
and to a great extent methodological. The twelve chapters 
trc<at mainly of four topics: classification of p\iblic revenues, 
fees-eer.'fa.s' taxes, the princifile of public interest, and direct verms 
indirect taxi's. In the discussion of tlu'se points the author 
shows great acuteness and dialectic skill; yet three critici.sms 
can be made. The discussion is too minute, and often borders 
on the wearisome; the .style is anything but clear; .and the con¬ 
clusions .arc' not advanced with the necessary precision. 

After criticising the usual method of classification, Neumann 
defines fees as payments for .spt'cial services of the .state or the 
community, so far, but only so far, as the public interest is 
involved. This would include the tolls of road.s, c.anals, railways 
and telegraj)hs, but would exclude the revenues from fiscal mo¬ 
nopolies. He devotes over two hundred pages to the di.scus.sion 
of public interest, .and finally defines it, but in so characteristic 
a manner that it must be given in the original:— 

“ Ocffcntlic.hcs Iiilcrcssc ini ('objeotiven) cngcrcii Siiine isl, cin niif 
incnscliliclie Haiullimgcn odcr Werke hcziigliclics Iiilcrcssc von Zielcj* 

' Die StaiuT. lirster liiimi. Die Steuer vnd dae Offenlliche. Interesse. 
Eine [Inkrsur.hung iiber das H’esen dcr Sleiin nnd die Gluderung der Staats- 
und.Gemeinde-Einmhmen. Von Fr. J. Neumann. Leipzig, 1887. 
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Oder Zwecken so grosser JJedeutung, dass urn ihrctwillen eine Auferlc- 
guiig von Opfern niicli lierrsrhender Annahnie gerechtfertigt ist.” 

In other words, two hundred pages arc devoted to proving that 
a “public interest is an int(‘rest of such iini)ortancc as to justify 
a sacrifice on tin; jiart of the individual.” This might surely 
have been sliown in less than two hundred pages, and without 
the formidablt' array of jiroofs and (.•ounter-))roofs, of exce[)tions 
and sub-exceptions, wdiieli fairly crowd tin; book and bewilder 
the read('r. I'o be ov(T-ex;iet is often as great a mistake as to 
be supi^rlieial, for either excess is apt to n^sult in confusion. 

Much better is his discussion of tin; four methods of classifying 
direct and indirect taxes. Neumann finally alli<'s himself to 
Paricu’s method, making the distinction depend on the perma¬ 
nence or periodicity of the act. Other parts of the book also 
will prove suggestive, as, for instance, his discussion of the rela¬ 
tion between taxes and prices; but it nught well h.-ive been boiled 
down to one-fifth of its j)r('S('nt compass. Questions of metho¬ 
dology are not the all-absorbing ones. 

The .same criticism can certainly not be urged in the ease of 
the new volume of Wagner's Scintcc of Finance A The first 
volumes of this great work are familiar to all students. Wagner 
started out over tlirei! decades .ago wath the idea, of publishing 
a new edition of Ifau’s finance, but soon found his diflerenccs 
from Rail to be so great as to call for a new creat ion, instead of 
a new edition. The first two volumes of the work appeared years 
ago—the second in 1880. This third volume deals not with 
general theory, but with special ipiestions in the history and 
practice of taxation. Unfortunately Wagner’s plan was so 
comprehensive, and his method so productive of repetition, as to 
make the completion of the work doubtful. In fact as it pro¬ 
gressed, Wagner entered into continually greater details which 
would have bi'cn in place only in a cyclopedia. The consequence 
is that it has taken him ten years to write the third volume, 
and that lie has bi'cn able to discuss the present condition of 
French and Engli.sh taxation only. Wagner himself seems to 
have tired of this minute method and now intimates that he can 

• Finanzwissenschafl. Von Adolf WaKiior. Dritter Thcil: Specielle 
/tieuerklire. — Vclx-nirlil drr Sli ui rgvschichle uichligcm Ataalen uml ZnUiUn 
his Ernie des IS. Jtihrliimdcrls.—IHc lifsk'ummg des 19. Jalirhunderts. 
Eirddtimg: Brilisrhc nnd fmnzdsisclie lie.demrwKj. Ix'ipziK, 1889. The 
first part of thi.s, much enlarged, appeared in a second l■dition in 1910 under 
the table of Sleuergeschichte tmii AUerlum Ins ziir (legmwarl. 
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scarcely foresee the time when the work will be finished. This 
is the more to bo regretted because the systems of France and of 
England have already bt^en made familiar to u.s by othc'r good 
publications, while the condition of the remaining (countries, 
which he has not yet fully treated, is far from being equally 
well known.' It is to be hopcsd that tin; work will not be left a 
torso. 'File present volume requires no especial corninc'iitary 
beyond the statement th.at in all his details of tlu' history and 
practice of ta-\ation, as well as in his gcaieral summaries of the 
French and I'inglish systems, Wagner I'cinains true to the ideas 
advanced in the; forirn'r volumes. Hi? has continually in mind 
the d(>mands of what lu^ calls tin* socio-political principles— the 
I)rinciples whereby the govei'iiment is looked uj) to as the regu¬ 
lator of the distribution of wealth, and t.axation is regjirded as 
an engine to redress ine(|ualities of fortune. Much as we may 
dissent from the fundami’iilal points of Wagner’s general j)osi- 
tion, it must be conceded I fiat he has devcioiied his doctrines 
with consummate keenness and phenomenal hairning, and that 
his Ncience of Finance, even though inconqilete, still stands at 
the head of financial literature for the siiggestiveness of its views 
and the wealth of its contents. 

Professor (tohn’s Science of Finance is constructed on an 
eniirely diffi'rent mi'thod. It forms the seconfl volume of the 
general Syfiiem of Political Economy, the opening volume of 
which was published several years before. After a general intro¬ 
duction on the iiaturr' and history of the sciincc of finance, the 
first book tri'ats of the cs.sence of government economy or of the 
public household, dealing with public functions, public expendi¬ 
tures, the history and development of imblic revenue, and the 
budget. The second book discusses the ])rinciples, history and 
actual systems of taxation. The third book is devoted to a 
pres(>ntation of (ierman taxation. Finally, a fourth book treats 
of public cH'dit. 

The chief interest of the work lies in the first Iiook and in the 
first chapter of the second book. The remainder of the volume 
is always interesting, as are all of Cohn’s writings, but it contains 

' The fourth volume, devoted to the detail.s of German taxation, ap¬ 
peared in two parts in 1899 and 1901. 

^System (ho- Fwamwisncmcluift. Ein Lescbuch fur Sludicrcriile. Von* 
Gustav Cohn, ord. Prof, der Staatswissonscliaften an der Univensitat G8t- 
tingen. Stuttgart, 18,89. 

The Science of Finance. By Gustav Cohn. Translated by T. B. Veblen. 
Chicago, 1895. 
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nothing tliat can be called areal contribution to financial science. 
He is indeed, through his intimate acquaintance with Swiss 
financial methods, often enabled to illustrate; ce-rtain principles 
more succe.ssfully than any of his predecessors, but in the main 
he follows the ratlier conservative lines of accept(;d views. The 
book on German ta.xation gives an ('xc(;llent picture of the pres¬ 
ent situation, but is omitted in the; translation. The chapters 
on public (credit contain an admirable historical survccy, but in 
matter of principle; do not afford anything which cannot be 
found at least eepially well said in Professor Adams’ work. 

It is otherwise with the discussion of the gcmeral princi¬ 
ples of finance; for Golm’s treatiiKcnt of the various kinds of 
public contributions marks a distinct advance. His classi¬ 
fication of public revenues, althougli not completely satis¬ 
factory, is based upon an analysis of comparative; private and 
public bemefits, and is elucidated l)y some suggestive remarks. 
His description of the historiced development of puljlic eecon- 
omy is clearer than that of Roscher, .and traces the chief lines 
of development with a master-hand. Ilis short discussion of the 
prineciples of local finance is especially welcome when compared 
to the laborioas and confused chapters to be found in other 
treatises. 

Most striking is his treatment of the equities of taxation. 
Cohn shows that just as the accepted ideas (if justice are a 
product of historical evolution, so the con(;eption of. just taxa¬ 
tion has assumed a different form in every stage of human 
progress. He gives a sketch of the different ideas that swayed 
the public mind at various epochs, and then devotes himself 
in particular to a consideration of progressive taxation. The 
result of the discussion is the adoption of the principle of pro¬ 
gression, not for Wagner’s socio-political reasons, but simply 
because under modern conditions proportional taxation no 
longer corre.sponds to taxidtle capacity. Cohn seeks to define 
and to limit the prin(;iples of [)rogression, and in connection with 
this gives a good history of the doctrine of the “minimum of 
subsistence.” 

Weak points are not lacking as, for instance, in his dis¬ 
cussion of the incidence of taxation. Here, as in many other 
■ places, Cohn conceals the difficulties of the problem by the 
brilliancy of his style. As this brilliancy is entirely absent 
in the translation, the work has by no means received so favor¬ 
able a reception in its English dross as it did in the original. It 
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will have served our purpose, however, to call attention to the 
points in which Cohn’s book marks an advance on its prede¬ 
cessors. Wagner, Hoschor and ('ohn sup|)lein(‘nt one another. 
Wagner is more radical and audacious in lii.s suggestions and 
illustrates his theories by a wealth of statistii;al material; 
lloschcr is weak in theory Imt strong in history; Cohn seeks 
to keep the golden mean. Cohn’s Finance is superior to all 
others in two respects,—in clearness of style and in jihilosophic 
breadth of vi(nv. We w('l('om(^ this new accc'ssion to economic 
literature as one of tlie most important, works of tin; decade, but 
very much fear that it will help tlie American student to only 
a slight c.xtent. 

A more recent t('xt-book is by Dr. Voeke. As this is, however, 
in some respects sitnply t.lie eial)oration of an earlier work, 
we shall devote' a few words to its ]-)redec('ssor. In this former 
work, entitled Conirihultonf:, hnj)Of:t-s and V'a.w.s',* Dr. Vocke 
treats the subject in a, somewhat peculiar way. After having 
won his spurs after half ;i, century ago by his Ilistun/ of 
Enqlkh Taxation, at that time the most meritorious work on 
the topi{', the vr'uerable doctor here att('m])ts to find the moral 
basis and ndativc justification of the various taxes. The prob¬ 
lem which he s(hs out to soKa^ is that of t lu^ exa(t. difference be¬ 
tween direct ami indirect taxation; and the conclusion to which 
he comes is at all events novel. In an introductory book he 
traces tho litc'rary do(hrine of the l)asis c)f taxation in general, 
and tlivides tla? authors inlo three schools: tho rejiresentatives 
of the contract or protection doctrine, inclutling most of the 
earlier l:Inglish and French works; the group which emphasizes 
the sovereign nature of the state and the dufies of the subject, 
but without any dec])cr historical insight; ami finally the socio¬ 
political writers, who lilo' Held, Schilfilc and Wagner, attribute 
to the state a compensatory duty in taxing away inequalities of 
fortune. Vocke strongly objects to the latter as involving 
a dangerous socialistic tendency, and asserts th.at such consider¬ 
ations do not at all appertain to the sci(;nce of finance. Neither 
in these schools, however, nor in f he works of the “independent” 
writers, like Neumiinn, Stein and Hoscher, does he find an answer 
to the great question: What is the ethical basis of direct, as 
compared with indirect, taxation? » 

' Die Abgaben, Atijlinien nrul die Stcucr, mm Stnndpunkle de.r Geschichle 
und der Siltlichkeit, Vou Dr. Wilhelm Vocke, geheimer Obcrrechnuniisrat. 
Stuttgart, 1887. 
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An answer, he thinks, is possible only through a study of his¬ 
torical development. With characteristic German thoroughness, 
but with what seems unnecef5sary detail, Vockc begins with 
a psycdiological analysis of the individual and traces the evolu¬ 
tion of his economics condition and <iualities through the family 
and tribe to the state. In the patriarchal stage?, as in the family, 
the contributions of tlie individual to the sufeport of the whole 
arc compulsory, universal and proportional to property. In 
the feudal state tlu? contrileutions of the vassal take the shape 
of personal services and of paytiK'iits in kind, afterwards con¬ 
verted into money payments. Then begin tlu' customs and 
duties, the fees and tolls, tlic excises or (?vil duties (mala tolal), 
all of whi(?h rest i)rimarily U|)on power—u])on the im))(!rious 
necessities of the overlord. 'I'he legal basis is the princely 
prerogative, the imperiiim: in otlu'r words, naked force, (iuite 
different from these veritabh? impositions are tlu? ta.xes proper. 
Ih'ginning as the trinoda iicasKilan, aids and contributions, they 
soon develop into poll, property, and linally into ])rofit taxes. 
These tax(>s, i)roperly so (?all('d, rest on voluntary (■ontributions, 
not on mere force; tlu?y are universal, not special; their standard 
is personal ability, not mere expediency. In the tax there is a 
inoral quality, in the (?ustoms and excises there is none. 

This is the keynote of Vocke’s book. The tax prope'r in’ 
its historical genesis is the direct tax, ,‘ind connotes certain 
ethical ideas; tlu? indirect taxes are properly not taxes at all, 
but imposts, and carry with them no moral implication. He 
makes a careful study of the development of indire(?t taxation 
in the next political form—the absolute monarchy; and he 
•shows how and why the basis of dire(?t taxation was changed 
from property to product. The remaining two-thirds of the 
work are d(?votod to a (?onsideration of taxation in the actual 
or constitutional state. lie (?on(?ludes that the correct point 
of view has lieen won, and that future reform must proceed in 
the path of elaborating the direct taxes and of curtailing the 
indirect taxes. 

Vocke’s book may bo termed a study in the philosophy of 
taxation. It contains no figtires, and but few facts. The 
author’s contention as to indirect taxation may bo met by 
t)he rellcction that justice cannot be the sole maxim of taxa¬ 
tion; for the chief practical consideration is to balance the 
budget, and some taxes which are techni.ally just may be 
practically unremunerative and therefore unserviceable. More- 
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over, Vocke fails to fHjrceive that tliere are various kinds of 
indirect taxes, and that many of tlie im])erfcction.s of the older 
systems are nimovahle. Yet-, on the whole, he will serve as a 
useful antidote to such flimsy thinkers as McCulloch, who ex¬ 
erted so consid(^ral)lc an infhienc(^ on Knglish views on taxation. 

In his later hook (Mititled The Klenieiitti of the Science of Fi- 
nanecf which constitutes tlu' si'cond volunn' of Frank('n.st('in’.s 
Hand- nnd Lchrbuch dcr Sln(itKwinHcneclioflcn, Dr. Vocke de¬ 
votes himself 1,0 the discussion of general iwimuples. It is a 
relief, after the huge and many-volumed (lerman works on 
the .subject, to find tlu^ science her(‘ tnaited as a whole and in 
so com|)act a form. In othei' respects, also, Dr. Vocke’s work 
differs from most of its (lerman jiredecessors. It contains 
almost no references to literature and it is written in a style 
calculated to inti^rest, the, average layman. Ifut to those ac¬ 
quainted with the work just, discussed, tlie present volume will 
not bring much that is new. 

Here, as before, he looks u])on financial history simply as 
the medium of bringing out more and more clearly with every 
generation tla; idea of faculty. Hero, as before, be confines the 
term tcix to direct taxation and eliminates from the whole field 
of compulsory revenue th(! so-calleil Verbrauchmufiayen, or 
indirect taxes on consumijtion. llis whole classification of 
revenues is very confusing. On the one hand he puts the private 
economic .rev('nues, by which he understanils those from the 
public, domaiji and from the prerogative's as well as from in¬ 
dustrial undertakings; on the other hand he puts the compulsory 
revenues, divided into f('es, pa,ymcaits for transactions [Verkehrs- 
abejuben) and taxes. Between these he puts anoth(?r category, 
the so-called “mixed” revenues, which Ik; again divides oddly 
enough into economic monopolies, fiscal monopolies and im¬ 
posts {Verbnmchmnfiiujen). It will Ik; seen how unmodern 
this is, and how little Dr. Vocke has profited by recent dis- 
cu.ssion both at home and abroad. 

At the same time, in his treatment of taxation we find many 
good points, such as liis e.xamination of the place where a tax 
ought to be paid, involving some of the difficult c|ueations' of 
double taxation. A valuable feature of the book is the dis¬ 
cussion of the norm of taxation and the measure of faculty* 
in which he treats .successively of i)roperty, product and income. 

' Die (rnmdziiqe, der Firnmzwissenschitfl. Von Dr. Wilhelm Vocke. 
Leipzig, 1894. 
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Undue stress seems to be laid on the seeond of these, although 
the author cleverly exposes some of the exaggerations of his 
predecessors. Most of t.he book is of interest chiefly to (^Jermans; 
but as tlicrc! are certain broad traits of industrial developments 
common to all countries, students of Ameri(tan and English 
finance will find in Dr. Vo(d;e’s volume many hints which can be 
fruitfully applied to conditions at home. The bibliography, 
especially as regards foreign literature, is weak. The book can, 
neverthehiss, be rccoraiiKanled, with important reservations, to 
advanced stud(aits. 

We conu! finally to the two volumes by the distinguished 
South Cierman statesman and scholar. Dr. Schaffle, known to 
all students of fiscal ])robl(‘ms since the appearance in 1880 
of his im]iorfant work on Die (humhnlze (hr Stcv(>rpolitikA 
Of his other contributions to social and [xilitical science it is 
not necessary to speak, further than to say t hat in many fields 
of scientific as well as of political activity he must b(^ class('d 
among the foremost writers and administrators on the Euro¬ 
pean continent, llis two latest volumes quite maintain his 
great reputation: they arc exact, incisive, clear and uj) to date; 
and for the advanced student they pre.sent many points of 
view worthy of cousitlcration. Yet, when the works are care¬ 
fully analyzed, it will be found that most of the fundamental 
ideas are alnaidy contained, although, of course, in less system¬ 
atic form, in the earlier work of 1880; and, to the average 
Anglo-Saxon reader, tiu* disadvantages of the scheme of de¬ 
voting two large volunu's to the general and the special part 
of taxation will be more appar('nt than the advantages. The 
Germans love to be “(irihuilich” at all costs, and to devote 
a great deal of space in their scientific treatises to what im- 
pre.sses the practical man as savoring a little of metaphysics; 
and this we see esiiecially in the genc-ral part of Dr. Schaffle’s 
work. Anothi'r weakness of the work is inseparable from 
the method of treatment. 'I'he second volume, {)r special part, 
really d('[)ends, in many of fhe chief divisions, upon the dis- 
cu.ssion of the more fundanu'ntid probh'ms in the first part. 
As’ a consequ(‘nc(; wi' have a large' amount of repetition. Most 

n ' Dr. Alberl. Schiifflc, Die Slciurn: A lliji’iiiniier Tkcil. {Hand- und lehr- 
buch (kr Staalsicisneiischaflm. II. Ablheilmuj: TinanzwisHensekaft. 2. Biml.) 
Leipzig, 1S9.5, Die. Sleiiern: Henandercr Theil. Von Dr. Albert Sohiiffle 
{Hand- und Lelirbuch der Staalswiswnsrhnflen. II. Abtheilung: Finanz- 
wissenschaft. 3. Band.) Ix'ipzig, 1897. 
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readers will therefore' find the second volume, which con¬ 
tains in compressed form no ineonsielerahle portion of th(' first 
volume, at once more' interestiiiK and more vahialeh'. 

In the second volume tlu' most important discussion is that 
of the classification of taxes, for upon this depends much of 
the (listinctivee value of the author’s treatment. Dr. Schafllo 
divide's taxes into direct and indirect.; hut he' takes strong 
e'Xception to the' commonly aceepte'd the'ory that it is only the 
elirect taxe'S which corre'spond to the' “fae'ulty ” eef the' inelivielual. 
Ae'e'oreling te) him the' inelire'e't taxe's ae-e'emiplish the same' re'sult, 
hut in a elilTe're'iit way. The' elire'e't taxe's aree inte'iieled, in his 
eepinion, te) re'ae'h the' geimral eer ave-rage' taxable e'apae'ity of 
the inelivielual, while' the' inelire'ct taxe'S are' inte'iiele'el to re'ach 
the' “actual” e)r “spe'e'ial” or “inelivielualizeel” ahility. He 
is al)le to re-ach this e'eine'lusioii, howe've'r, e)nly hy counting 
ameeng the' indire'ct t.'ixe's, in aeldil.ieen te) the' orelinary taxe's on 
commeeelitie's anel e'xe'hange', what he' emails the Ikrctrlurungs- 
deucrii, inclueling the' taxe's eai inhe'i'itane'e's, em une'arncd in¬ 
crement :inel e)n leitle'ries, as we'll as seune' eethers ne)t usually 
put into that e'ate'geery, like' sum|)tuary t.axe's or see-calle'e! elirect 
expe'neliture ta.xe'S. His whole' elise'iissie)n e)t inelire'e't taxatieen 
thus he'e'eeme's highly .■irtificieel, anel hy this arbitrary e'lassifica- 
tieen lose's much of its me'rit. It is neet like'ly that hlnglish e)r 
American write'rs will aelo])t his e'lassilie'atieen. 

In the ge'neral elise'ussieni e)f |)rincii)le s Dr. Schaffle is quite 
up to date'. lie lays stre'ss, feer instaeie'e'. een the meedern problems 
connecteel with eloeiblo taxat.ieen iinel with the treatme'nt of 
corporations. Te) (iermans thee t)e)e)ks will be of value becau.se 
of the sjeee'ial imieorteiiie'e' attae'he'el to Swiss einel American 
experie'nce. For the avereige Ame'rie'an rcaeh'r there is still a 
great eleal that is only e)f ve'ry se'ceenelai-y inte're'st; but. the ad- 
vance'd stuelerit will finel in ahne)st e'very e-hapte'r of the' two 
works some' fe)e)el for tlought. The'y are' elistinctly able works 
of an able man. 


II. France 

After the volume e)f McCulleech, publislu'el in 18.53, no Eng¬ 
lish work on the- princijele's e)f taxalie)n apiee'areel for fe)rty yeans. 
English anel Amerie'an readers were e'eempe.'llcel to depe'iid eJh 
German anel Fre'iich treatises; and, freem greater familiarity 
with the language, me)re e'eemmeml}' een the latter. But since 
it has been, until rece'iitly, eui unlortunate' habit of many French 
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writers on finance to discuss their topics in happy disregard of 
the newest thouglit in otlicr countri<'s, it follows that even their 
most approv('d works on taxation givc^ the reacier only tlie 
French view, not tlu' wider scientific or comparative view. Tins 
reproach to Frencdi litc'ratun' lias now biaai removed by the 
admiralile work of Professor Denis, who is, iiowever, not a 
Frenchman, lint a Uelgian. 

Professor Denis made ins reputation as an autliority on 
finance some yi'ars ago witli tlu' valualile n'port to the city 
council of Prussels on tlu' inconu' tax, afterwards reiirinted 
as a bulky volume. He thereupon gave courses of lectures 
on finance, which were sul)se(|uently puljlished in book form 
under the gem^ral title Taxation.' 1'he present volume gives 
the ground covered in 188(i-87; a. succeeding volumi' was to 
continue the subject so as to include the whole field of taxation, 
but never appeared. 

The fact that thi'se are publislu'd lectures contributi's to the 
value, as wi'll as somewhat to the shortcomings, of tlu' book. 
'The style is simple and ch'ar, and th(> arrangement is logical 
and shar])ly defined; but on the other hand the lecture form 
has made it impracticable to give authoriti(;s for the facts and 
opinions quoted, e.xcejit by a short bibliography at the close 
of each chapter. Furthermore, the details of the argument 
have not been pursued with such care as would be iliTOanded 
in a work constructed on other princifiles. Many of the finer 
points, including some that are of iiermanent practical impor¬ 
tance in otlu'r countries, receive no attention at all. 'The historj' 
and facts of taxation, again, are given only in a very fragmentary 
way. With all tlu'se qualifications, however, the book of M. 
Denis may be regarded as one of the most valuable works on tax¬ 
ation hitherto i)ublished. Its chu'f claim to n'cognition is not so 
much the views of the author, as the calm and unbia.ssed con¬ 
sideration of the doctrines of all his im'decessors. 'I’he funda¬ 
mental vice of many writers is the assum|)tion that the views 
expressed by them are lunv; for ignoranc(' of economic and 
financial literature is scarcely less common than ignorance of 
economic anil financial facts. 

Professor Denis, considering the science' of finance as a .sub- 

0 

' Vlmpdt. Lpcoiis (lonn&a nux cours publics etc In villc de Bruxelles. 
Par 11. Denis, Pnifcssiar ft rtiniversitc. Prcniiitre S6rie. Bruxelles, 1889. 
[Accompagnd il’unl Allas de slulUlique compuree .—Large folio, 25 
plates. 
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ordinate division of sociology, and as distinct from political 
economy although having many points in connection with it, 
attempts to lay down the laws of the; relations of these sciences. 
The greater part of the hook is devoted to a discussion of the 
problems of justi(K’, and to a considc'ration of the various di¬ 
rect taxes. On many of thci im])orlant questions, such su? pro¬ 
gression, minimum of subsist (nice, incidence, the basis of taxa¬ 
tion, etc., readers who have- been confined to Frt'nch and to 
old(-r English works will find a wealth of new ideas and a mas.s 
of interesting facts. Of course no work written by a Europ(>un, 
or at all events by a continental, scholai- can lx; expected to 
treat primarily of those <|uestions which most interest and affect 
Americans; but if then' is any science at all in finance, such 
works as this must lie deemed of tin' greatest importance to 
Americans and hkiroix'ans alike. Some minor mistakes might 
b(' noted; as the statcmc'iit that the idea of the differentiation 
of the income tax is to be ascrib('d t.o a (ierman source. In 
reality tlu' theory can be dated liack to the beginning of the cen¬ 
tury in England, anil it has been fully discussed in iiarliamentary 
reports and in scientific essays for many decades. But such 
smaller points must be overlooked in a consideration of the 
general (one and value of the book. The usefulnc.ss of the 
work is greafly increased by the accompanying volume of 
graphic bdiles. 

France has of late been devoting more attention to practice 
than to tlieory. Since the. standard work of Leroy-Beaulieu, 
publishi'd in the middle of the seventies, there arc down to the 
onrl of the century very few books to be mentiioned of wider 
scientific interest, if we except the brilliant little sketch by L4an 
Say publislu'd during the eighties. But France also has had her 
practical difficulties to meet, and it is to these practical (iue.s- 
tions that mo.st of the recent writers have addressed them¬ 
selves. 

In France the discontent is of long standing. Almost every 
author for the last twenty yesirs has been calling attention to 
the lack of system and to t he glaring ineiiualities in the present 
practice of taxation. Fiver since the war of 1870 repeated efforts 
have been made to supplement the direct taxes and to rid the 
country of some of the burdensome indirect taxes by the crea¬ 
tion of an income tax; and the advantages of such a policy had 
been hotly disciissed by Ixith sides. In 1887 the strife was 
renewed owing to the proposition of Dr. Koenig, whose memoire 
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on A New Income Tax ‘ was considered so important that the 
project recommended in its pages was adopted by M. Dauphin, 
then minister of finance, and was introduced ;rs a government 
measure. 

Dr. Koenig holds that the irnjKxsition of an income tax assessed 
on the declared income of imlividuals is practically impossible 
in Franco. He; finds that the I'.xpericnce of England and Ger¬ 
many all point to the same result—evasion has bcccome a system, 
deceit the rule. A far belter method a[)pears to him to be to 
calculate the income by some outward sign, such as the house 
rent. The contnhutwn pcruonncUe ct mohiliere is already based 
on this principle' wliich Dr. Koenig proposes to develoi). It is a 
well-known fact that the lower we go in the social .scale the 
higher is the proportion that houses rent bc'iirs to total expenses 
or to income. Kent i.s an incrc'asing eli'inent of expense? in [eropor- 
tion as expenses decrease'; the; poor sjeeenel re'lative'l}' far more 
than the rich. Dr. Koenig suggi'sts a preegre'ssive rate? of taxa- 
tiem assesse'el een the? henise re'iit, maintaining that this progres¬ 
sive rate will eiounte'ibalane'e the' eh'e're'asiiig ])re)pe)rtie)n that 
rent be'ars lee e'xjee'iise'. I'he? plan is skilfully weerkeel exit; but, in 
e'ommon with all plans of taxing e'xpe'use, it has ejne de'fect. 
What a man .spenels is no sure e?rite'rion eif his ineeeeme', or eef his 
ability; anel the highe'r you ge), the meere? unceTlain eleee^s the cri¬ 
terion become. 'I'he? eilije'e'tiein to the in'e'valent Fre'ne'h syste'in 
is that the we'althy escajee' (he'ir share ejf taxation; but a tax on 
expense, e'Ve'ii at a prejgre.ssive? rate', while' unelenibte'elly a step in 
advane'c, weeuld not cemiplete'ly re'inove the? e)bje'e;tion. Dr. 
Koenig’s plan has ineh'e'el the nie'rit of eloing away with all in¬ 
quisitorial difficultie's anel eef attjM'hing itse'lf to existing condi¬ 
tions; but it is at be'st a half-heart e'el measure, a meere te'mporiz- 
ing ex|)edient to be' threewn as a sop to the? radieeals. It diel not 
satisfy the'm, and the bill was finally killeel in the le'gislaturc. 
The work is, neverthe'less, interesting anel eeeintiiins much valu¬ 
able information. The allusions to America are? not always 
felicitous. ' 

M. Guyot, in his work on The Income Tax,~ sets himself a 
different task. The critics of the French .system of taxation 

«' Un nouvd Iinpol xur Ic Revenu. Metmoire? f|iii a inspirt? !c proje?t du 
goilvemomcnt roleitif d ti ivtoriiie? de‘ hi eeontribeition perseennclle merbiliOre. 
Par Dr. Gusleive Koenig. Paris, 1SS7. 

‘ L’Impdt xur le rawmi: mppiirt fiiit au mm de la cMtimixsion du hudgel. 
Par Yves Geiyeet. Pari.s, 1.S87. 
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have always contended that personal property is unduly ex¬ 
empted. M. Guyot was reciuested by official authority to inves¬ 
tigate their propo.sitions for an income or for a general property 
tax; and his book furnisli(!s a notinvorthy addition to the studies 
previously made fry Mcaiicr, Denis and ('haillcy. Tlie report is 
one of description rather than of analysis, and tlwi various parts 
arc of quite unecjual value. Tlu' .account of t he ]<]nglisli irtcomc 
tax is neither detailed nor satisfactory. Attention, ho\vev(!r, is 
called to the familiar fact that tlie Jinglisli system is not a tax 
on general inconu!, but on product, and that with the exception 
of schedule 1) (income! from comiwircial irursuits, dc.) it may 
well he compared with the conlrihulion Jond'nc and the conlribn- 
lion persutmdic d imhilihv of h’ranci'. 'I'Ik' description of Ameri¬ 
can taxjition is exceedingly inadeeiuate, and that of the German 
.system is not much Ix'tter. On the otlaer hand, the w'orking 
of the Italian law of 1877 taxing tlie income of movable prop¬ 
erty is fully explained; and a good chapter is d(!votod to the 
income an<l property t:ixes of I he Swiss c;intons. 

M. Guyot is not a p,artisan of the income t:ix; he advances 
th(! common argument of thi! in(iuisilori:il ch.aracter of the tax, 
and discusses rather suiierticially the (|uestion of progression. 
'The history of the various proj('cts from 1818 onwaird is, how¬ 
ever, well written and inleresting. lie thinks that hrance 
committed a grave mislid^e after the Prussian war in incre,'using 
th(! indirect ta.x('s. lie le.'ins toward a general properly tax, 
like th.at advocated by Menier; and in discu.ssing t,he objection 
that the valuation is attended w'itfi great difficulties, he says: 
‘‘ La pratic|U(i des Etats-lJnis ('t d(! la Suisse r('i|)ond encore a cette 
objection.” It is to be feared that this rosy view is caused by 
ignorance of .'\merican methods and results. His ('rror shows 
the extreme dang(!r of general analogies, .'ind tends to make 
one sceptical as to M. Guyot’s olh('r [)ropositions. 

The practiciil outcome of the report is a proposal to reform the 
property taxes. The land tax, as imposed in 1790, is an ap¬ 
portioned tax. As a conse(|uenc(', as early as 1821 the division 
between the departments and the commum'S w.as so unequal 
that in .some cases the tax amounted to one-sixth, in others to 
only one-seventeenth, of the rent or iiroduce. A general valua¬ 
tion or cadastre was begun in 1808 i)ut was not finished unti? 
1851; and in the meantime the valuation has .again greatly 
changed so that at prc'sent the amount of tax paid varies from 
one to twenty per cent of the rent. As an escape from this cry- 
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of old, must incvital )ly depreciate. As a tax seheme it is fla¬ 
grantly inequitable, for the tax will be paid, not by the consumer, 
as is claimed, but by the deljtor, wliether he be producer or 
coasumer. Even if psiid by the consumer, it would be, like most 
taxes on eon.sumption, regressive, or a.s the French say, proarea- 
nif d rehourH. Finally, it would fall harder on the working classes 
than on all others, because it would bring about compulsory pur¬ 
chases of commodities in order to get rid <jf tins notes iis soon as 
possible. To call such a tax I’impol mr les revenus is a crass mis¬ 
nomer. 

It would, however, lead us too far afield to pursue the study 
of practiced tax reform in li'rarice. What jirirnarily interests 
us here is the general scientific work in taxation; and with two 
exceptions the last diarade of the century has little to show. The 
book of Professor Worms, on The Science of Finance,' is a 
smoothly written di.scus.sion of some general questions. The 
author displays familiarity with the older (hirmaii literature; 
but, as he himself states, desires to give' only an ('lementary ac¬ 
count of some of the fundamental iirolilems. He is on the whole 
very fair; but the book is not clear-cut, and is not apt to exert a 
considerable inlluence outside of France. 

A distinctly abler work is that of M. Stourm who has long 
bei'U favorably known as the author of an excellent book on the 
Bud<jct., as well as of the classic study on the Finarma of the old 
lUtjime and the Revolution. It was natural, therefore, to expect 
that his n(;w book on (lencral Sy-dema of Taxation “ would be an 
important contribution to science. As a matter of fact, the 
work proves to be in some respects disappointing. 

As in all the writings of M. Stourm, the reader will indeed 
find a simplicity and (dearness that leave nothing to be desired. 
But some readers will (piestion wlnddier tlm simplicity is not 
in this case, at least, to some exbmt. purcha.sed at the cost of 
thoroughiu'ss. To tin; student who knows anything of the com- 
pl(.‘xiti(.'S of many of the [)roblems, the mnij-fnrid with which 
whole classes of arguments are either absolutedy ignored or coolly 
brushed aside is surprising. M. Stourm is a conservative; but 
that he shoidd treat the arguments of his opponents so cavalierly 

* Doctrine, hidoire, pratique et riformc fwancUre mi exjmi tlimetf 
taire et critique de la science, lies finances. Par Emil(( Worms, Professeur 
d la Faculty (l(‘ Roiinos. Paris, 1801. 

^ Systt’iiies qineraiLT. d’imp6ts. Par R6 d^ Stourm, ancien inspecteur dee 
finances. Paris, 1893. 
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is disheartening;. The ixiok lias inany admirable points; it brings 
clearly before us the real iiroblems of French ta.\at.ion, it abounds 
ill felicitous illustrations, and it has .some excellent criticism of 
certain French projects. Ils child defect is its insularity. Al¬ 
though it abounds in references to French works, only a single 
foreign author on finance is mentioned later than Jolm Stuart 
Mill, and that one, an American, in a wrong connection and 
with a mutilated title. Not a word is said about the contribu¬ 
tions to theory made by the (lermans, the Italians, the Dutch 
and others, during the jiast ten or tw'enty years. Fvim as to the 
practical discussions, we find with a few exceptions little that 
has not already beiai said, although perhaps not with the same 
grace iind .skill, in other works. 11 may be alleged in ('.xtenuation 
that the book was meant to I'xplain the French system of taxa¬ 
tion; but there is nothing in the title to suggest this, and es'en 
in a discussion of the French system more regard should have 
been paid to general thi’ory. d'lie book also contra ins some errors 
of fact. Till' .system of direct taxation in America is mentioned 
as a warning example of the “mixed system,” or combination 
of the income tax with the property tax; wdiik' the general prop¬ 
erty tax, or “impot .•iur Ic aipilal" is .said never to have existed 
alone anywhere. The work is in a measure redei'med by a 
vivacity of tri'atment and a charm of styh', unusual even among 
Frenchmen. Wi're it as eruilite and profound as it is attrac¬ 
tive, it would rank with the most remarkable books of the 
di'cade. 

'fhe lati'st work ' of the indi'fatigablo French publicist, Four¬ 
nier de Flaix, although in two volumes, .is only the first instal- 
mimt of what ])romised to tx' a stuiiendous investigation, if it was 
ever coniph'ted. As a maf ter of fact the work nanained a torso. 
To write the history of taxat ion f.liroughout the world is not an 
easy task. To do it adeipiati'ly, one would need to be not only a 
polyglot, but also an arclueologist of no mean distinction. To 
dejiend upon secondary mabalals, as does our author, is not 
alw'ays coiniiletely satisfactory. 

M. de Flaix’s rvork is dividi'd into four jiarts. The first treats 
of the ancient Oriental civilizations, from (’haldea and Babylon 
to Egypt and Ohina; the second, of (Ireece; the third, of Rome; 
and the fourth, of the feudal eixxdi in France and the other 
European stati's. Thissc four jiarts occupy very uni’qual 

* Ij’Impdt dans ks direrscs cmlisntions. Par. E. Fournier dc Flaix. Pre¬ 
miere Aerie. Paris, lSil7.—2 vela. 
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s[)aces: two hundred and fifty [)iise.s arc' devoted to tlie Orient 
and anti(]uity, and tlu' reniaininfi; five hundred and fifty pages 
to the middle ages. Kveii tiuis, however, thercc is a great deal 
of padding. When the autlior, for in.sfanee, .speaks of tin; Slavs, 
he dc'votes over twenty pages to thc'ir origin and historical devel- 
opinc'utand to an account of sonic'of thc'ir c'cconoinic! institutions. 
All of this may he vc'ry interc'sting, hut, has little' or nothing to 
do with taxation. W hat is notc'cl ot fhc' Sl;c\'s is more' or Ic'ss true 
of Ihc' othc'r jic'oplc's. 1(, must also hc' ohserved that most of the 
space is devotc'd to that pc'riod of taxation with which wc' are 
the most tamiliar- that is, mc'clia'val taxation, Knglish and 
( ontincntal. this fic'ld has heen well cvorkc'd, and it sc'c'ms 
unnc'cc'.ssary to go ovc'r it again so much in detail. Neverthc'less, 
some of hi.s apcrriis arc' very striking, as when hc sums up the 
change' from Homan to mc'clia'val traditions, in the; .sentence: 
“L’impeU clevint un droit dc jiropricitc; jiour Ic's uns et une 
sc'rvitudc' iiour Ic's autrc's.” 

Ihe chic'f critic'ism to hc' urgc'cl is that the author, while 
saying a grc'at cic'al ahout c'c'ouomic: and iiolilical c'onditions, 
gc'nerally tails to grasp thee rc';d eonnc'ction hetwec'n ec'onomies 
and finance or to call attc'iilion to those jiartic'ular economic 
institutions which conditioiic'd the' fiscal dc'vc'lopment. Such 
statc'ineuts as that the' Aral) is on the' whole refrac'tory to the 
notion of “l.'ixc's consc'ntc'd to and voluntarilj' paid” (p. 494), 
shows that AI. clc' Flaix .sometimc's describc's as national c'har- 
actc'ristics what are nothing more' nor Ic'ss than the inc'vitable 
accomiianimc'nts of certain stages of c'ccniomic ])rogrc'.ss. 

The two volumes of M. dc' Flaix covc'r a grc'at clc'al of intc'r- 
esting and valuable ground; but, with comparativc'ly fc'w c'.x- 
c'c'ptions, thc'y contain little that is not to be found c'lsewhere'; 
and mucdi of thee information that thc'v do contain is not put 
into its propc'r [lerspc'ctive. F’or those', howc'ver, who wish to 
have' a convenient eiiitorne of the' c'arlic'r fiscal .systc'm.s and a 
good general ac'count of feudal financ'c' the' book may be c'om- 
mendc'd. 


III. Ilnlii, Holland and Sjmin 

In some resjiec't.s the bc'st work cm certain line's of (lublic 
finance toward the end of the nine'te'c'uth e'e'iitury was done' b>* 
the two nations with whose litc'rature wc' are' h'ss familiar,- the 
Italians and the Dutch. It is worth while to call attention to a 
few of their late books on general theory. 
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The Italians have always been remarkable for the avidity 
with which they have seized upon and attcmiirted to assimilate 
fonagn th(‘ories; and so it is with the application of the more 
recent doctrines of value to fiscal problems. Professor Rieca- 
Salerno’s Scimce of Finance ^ is only a com])endium, but it is 
noteworthy for its clear and succinct dis(tussion of fundamental 
problems. It (hails very little wit.h facts, and mwer witli details, 
but attemjrts to lay down "uidinp; principles. It is in many 
resp('cts more difliciilt to write; a small work than a lar^e one, 
and Ricca-Saleriio niifiht easily, had he so chosen, have expanded 
his volume; for his previous elaborab; works on the; Ilislwy (f 
Fimil Dodrinca in Italy and the Theory of Fiiblic Debts show 
that he is fully ac(]uainted with all the litei'atun; of the subjiad. 
In this little work he discusses first what he consideu's to be t he 
three principal doctrines of public finance,“-the tlawics of 
consumption, exchangi' and jiroduction. Many of his obse'rva- 
tions arc acute', but his eeriticisms as welt as his e'onclusions are' 
based chiefly on those of Sax. He tre'ats of the' doei.rines eif 
benefit and of faculty in rnattens of jiublic re've'nue;; lent like 
most of the continental write'rs he; distinguishes only Iretive'cn 
fees and taxes. Ricca-Salerno’s atte'inpt always to finel the 
golden mean sermetirnes Irrings him into diflicultie's, as in the; 
case of prergre'ssive taxatiern, whie'h he says is not at all a matter 
of theory, but erf practie-e'. The derctrine of inciele-nce is jra.ssed 
over a little tero summarily, bid. the ri'sults of rece'iit studie,s 
are shown in the application of the; marginal utility thee'ry to 
fiscal problems. On the wheile the work is important, not only 
because of these newer vierws, but also on aeecouut of the emi¬ 
nently lucid presentation, in small compass, of the basic doc¬ 
trines. 

Not only Ricca-Salerno but other writers, young and old, 
have started out in tlu'ir discussion from a consideration of 
the more recent tlu-ories of value. Professor Viti di; Marco, 
in his Theoretical Character of Fimndal Fconomy,- endeavors 
to point out the resemblances and the differences between 
finance and economies, criticising the prevah'iit distinction 
between science and art, and {Kiinting out the rc'al nature of 
natural law in finance. In a more acute work on The Scientific 

U 

^ Scienza (hlh Firmnze. Di Tliirc.vSalemo. nori'nco, 

mss. 

2 II Caraltcrr TroreHro dclV Economia Finimziaria. Di A. <le Viti tie 
Miirco. Itoniii, 1SS8. 
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Data of Pvhlic Finance ' Mazzola attempts to state tlie general 
characteristics of finance as a social phenomenon. He not only 
deals with questions of moth(Hl, bnt devotes himself es|)eeially 
to the economic basis of taxation, taking issue in several points 
with Sax. His work, full of dialectic, and of keen ri'asoning, is 
only for the most advanced student. It is, however, question- 
abl(! whether any attempt to explain taxation solely ns a form of 
value can ever succeed. 

Professor Zorli goes a step further. Starting out with two 
works on Fi^^(■id Syniemff- and on tla^ Italian Lam of Taxation f 
he .soon found it necessary to get a theoretical basis for his con¬ 
clusions. 'Phis he sought in his Science of TaxatioiiA He tells 
us that neither the “c(mcrete-abstra,ct” method nor the his¬ 
torical method alone can solve the problems. For the .science 
of taxation he claims a com|)lele autonomy ,as the most impor¬ 
tant t)art of finance, but would iucludi' tiu'reunder also the .sub¬ 
ject, of fees. His classification of juiblic revemu's, incid('ntally re¬ 
marked, di.siilays sonn^ .acute criticism of his (lerman and 
Austrian im'(lec(‘,ssors, but is not wholly satisfactory. In the 
cluqrter on the causes of taxation, Zorli discusses at some kaigtli 
th(> vi('ws of Sax, and while conceding th.at subiectiv(' value 
and final utility |)l;iy a consider,able role in the interpretation 
of ■i"tual tax .systems, h(‘ points out that they do not form the 
sole or ev(‘n the most important explaiifition. The final chapter 
on th(' effects of taxation is based largely on the work of Cournot. 
In a still latia book entitled the Psychological Theory of Public 
Fhmnccf he devdops his own ideas a little more fully. His 
contention is that just as v.alue and utility depend upon certain 
psychological processes, so taxation which deals with public 
value must be studied from tlu^ same point of view. In his 
chapter on the ])sychological b,asis, la^ discusses the Austrian 
school; in tin; succc'eding chapter on the rekations of political 
and economic scaitimerit to i)ublic finance. In; develop.s the 
suggestive idea of boria. But his whole f.reatment remains, 
so to s.ay, up in the clouds, and it is often diffii'ult to see the 
application to practical problems. Finally, Profe.ssor Conig- 

* / DoH Scienlifmi della Finanza Puhblicn, Di Pgo Mazzola. Itoma, 1890. 

^Eistemi Finnnziari. Oi Alberlo Zorli. Hologiia, ISS.'i. 

’ It Diritto Trihulario lUdinno. Di Alhcrio Zorli. Bolofjna, 18.87. • 

* Im Edaiza dei Tribuli in rnpporlo idle Hecmli Tmrie Ecnnomiclie. Di 
' Alberto Zorli. Bolotroa, 1.S90. 

* Teoria 1‘sicologica della Finanza Pubblica. Di Alberto Zorli. Bologna, 
1890. 
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liani, in his General Theory of the Effects of Taxation^ gives 
a very abstract discussion of taxation regarded simply as an 
addition to tlu; cost of i)rodu(dion. He d(‘als with the most 
fundamental problems; but the effort is a little too muidi for him, 
and the treatment of so far-reaching a set of cpiestions is far 
from satisfactory. All these Italian works, liowever, show the 
undoubted impul.s<' given by tlu' modern doctrines of value 
and utility to tlu' investigation of fiscal theory. 

Somewhat similar is the imiiression made Ijy th(^ recent 
Dutch works. TIu' writi'rs of Holland an> not so well known as 
they deserve to bt'. 'I'lu' contest between the schools, that has 
agitated (h'rniany and Italy and has spread to England and 
America, has never affected Holland. 'Plu- Dutch writers have 
pursued in harmony the even tenor of their way, acec'pting what 
was best in both schools, and developing on indei)end('nt lines. 
This harmony is in great |xirt du(^ to the hauler of the Dutch 
economists, N. (1. Fierson, who from the very outset, a('- 
cepted Jevons’ theories. In fact, the marginal-utility theory 
of valu(‘ had been accepted and d('veloped in many of its 
applications in-Holland yiairs before tin; so-called Austrian 
school made itself talked of. On the otlu'r hand, Holland 
has not been lacking in those who have devoted themselves 
especially to the historical and statistical side of economics, 
without thinking, however, that they jwssessed all the truth. 
The science of finance w.as treat(‘d at a somewhat later stage 
of Dutch development, but- with equal success. 

One of the most recent treatises is (’ort van dcr Linden’s 
Text-hook of Finance^ which deals in this volums; only with 
taxation. After a general discu.ssion of the n.atun; and impor¬ 
tance of publics revenues, tlu^ author tiaad-s of the thr(H! divisions 
of taxation, as based respectivu'ly on the legal, tho economic 
and the fiscal principles. The legal principles arc' those of ecjual- 
ity of what he calls social policy, and of univc'rsality. The 
economic; princ;iples deal vvith the; jrressurc and the shifting of 
taxation, d'lic; fiscal princijiles arc; those' of aclecpiacy, fixity, 
ela.sticity and innc)c;uity or the; Ic'ast iiossiblc; detriment to pro¬ 
duction and c'xehangc'. This division is perhaps not uncxcep- 

t ' Teoria Genrrale (Uyli Ejfdli Eaynnmki <telle Imposle. Saggio di Eco- 
nomiu Pnrii. Del Dol tor Carlo A. Conigliicni, Milano, 1890. 

^ Lecrbnch dcr Fiinmrieii,. Dc' Thc'ciric ilcr Bcdaslingcm. Door P. W. A. 
Cort van dcr Linden. 1 Ioogl(‘e'rii,ar aan de i'acnltcit dcr Rcctitsgeleerdhcid 
dc Groningem. Tlic; Hague', 1887. 
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tionable. An important part of tiie work is den'oted to the ad¬ 
ministrative side of ttio public finance, such as tin; methods of 
payment, of control, of remc'dies and of penalties. This includes 
both an historical and a eom])arativc diseiission, and attempts to 
draw some general conchi.sions. The author divides taxi's into 
those on product (onlvaiKjitlbelanliiuicn), on expense, on exehange 
and on income; and he compares thi' systems in Kngland, (ier- 
many, France and Plolland. While not making any noteworthy 
eontribution to theory, van der Linden’s work is welcome as 
extending our materiaf for a, comparalive science of financi'. 

A more important tri'atise is Iherson’s IIiiinlboi>l: of I'oliU- 
(vl Eroiionnif of which the first l)art was published in 1884. 
Over half of the present volume is concerned with public fi¬ 
nance; although many of the problems had .several years ago 
bi'cn dealt with by him in his (Irondtwij'nmicn der Stniilliiiix- 
houdlnndc. Pierson's treatment is characterized by broad 
touches, lie is thoroughly at home in all the recent continental, 
J'lnglish and evi'U American lilerature, and tries to get to the 
bottom of many difficult ])roblems. Ife is one of the hrst to 
attemid, a comprehensive theory of incidence I'ombining Schaf- 
lle’s amortization theory with some more eclectic views. He 
sharply crilici.ses Mill’s treatment of the itriuciple of eepiality of 
sacrifice, and cou.struet.s his whole thi'ory on th(> principle of 
faculty. Everywhere the subject is treated with a master-hand. 
It is a work not so much for tlii' beginner, as for the advanced 
student who desires to analyze more carefully the leading the- 
oric.s of modern public finance. Among the discussions to 
which he devotes special atti'ntion is that of progressive taxa¬ 
tion, in the course of which he criticises fill' views of the other 
IPutch writers, which have bi'cn treated in detail elsewhere,'■' 
.‘Hid whose influence is seen in the ri'cent reforms of Dutch taxa¬ 
tion descrilred in another chapter of the i)resent work.'' 

To mention only the Italian and the Dutch works would 
by no means exhaust the literature of value to the economist 
among the less well-known continental nations. Even in 
the Iberian peninsula there w'ere signs of renewed scientific 
activity toward the end of the century. 

' Lcerbock der Slimthuishoudkunde. Door N. G. Pierson. Twecilo Dcel.» 
Haarlem, 1890. This second part ajipeared in an English translation in 
1912, 

^ Cf. Scligman, Cnuircuxirc Taxation. 

’ Supra, pp. ttil) et seq. 
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The Portuguese work of Pereira Jardim on the Science of 
Finance ' intcresis us more from t!ic standpoint of fis(ad practice 
than of fiscal theory. Not that theoretic discussions arc absent 
from his book or without ability; but as the work isposthumous, 
based on lectures ikdivered several years ago, the field of dis¬ 
cussion docs not include thi' ninver theories of the last decade 
or two. la'roy-Peaulicu and Parieu among the French, Rau 
and Jakob among the (lermans arc the latest foreign authors 
discussed. Pereira .lardim does not really add anything to 
theory; nor an' his discussions in any way novel; but the his¬ 
tory and description of Portuguese ])ublic finance, and the 
continual n'fc'rences to the inter-relations between Portuguese 
law and ('conomics will ln^ welcome to the student of compara¬ 
tive finance. 

On the other hand, the t wo-volunu' work of Professor Piernas- 
Hurtado of Madrid, ('Utitled Treatise an the Pahlie Fcoiiomu,'' 
is interc'sting in many ways. like the Italians and the Dutch, 
the Spanish writers havi' profited by recent foreign invi'stiga- 
tion, and treat many of the jiroblcms from the ni'wer jioint of 
view. Piernas-Hurtado, while quoting lilierally from Wagner 
and the other (lerrnaus, docs not fear to take issiui with them 
occasionally and preserves his own individuality. 'Phis we 
notice not alone in questions of theory, but in jiroblcms of 
practical jiolitics. 

The introductory chaiiter, on the history of the science, 
is valuable as calling attention to numerous Sjianish writers, 
not alone of the seventeenth century when Spanish literature 
vvas still almost at the flood, but also of more recent times. The 
author jioints out the causes of the essentially individualistic 
trend of the nineteenth-century Spaniards, and the socialistic 
reaction of more recent years. The genend features of the 
development are the same' in Sjiain as in almost all the other 
Eurojiean countries. Like some of his (lerman models, Pi('rna.s- 
Hurtado devotes a number of chapters to the conception of 
the state, to economic life in general, and to the economics of 
the state in jiarticular. lie looks on public expenses as public 
consumption, but givi's us here almost nothing but platitudes. 

‘ ' Prindpio.i de. Finangas, guscnilo as Prolcceocs feit as polo Icnte da Facul- 
dade de Dircitn. Antonio do9 Sanctos I’crcira Jardim. Quarta ediydo. 
Coimbra, 1891. 

* Tratado de. Hacienda Puhlica y Examcn de. la Espafiola. Por Jos6 M. 
Picrnus-llurtado. Cnarta cdiciOn. Madrid, 1.891. 
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When we come to puhliit rcv('niios, h()W(;v('i', it- is different. 
He cla,ssifie,s these necordin"; as tlu.'y arise from sifts, fiscal 
domains, public works, fiscal monopolies, taxes, eminent domain, 
fines or escheats; and devoti's several chapters to each of the 
important classes. The most notewoi'thy |)oint in his treat¬ 
ment of taxes is his view as to the basis of ta.xation. He dis¬ 
cusses in turn expense, income and property, as bases, and 
finds each of tlicm essentially didective. 'I'be really eipiitable 
ba.sis of taxation he finds to be faculty, or the economic position 
of the iiulividua,l as shown by his “li(|uid assets” {el inipuc.'ilo 
tiiihrc lofi luiheren liqiiidoA). liy this li'rin be wishes to denote 
the means of tlu- individual as conditioned by his needs, or the 
liroportion between income and property on the one hand, and 
till' claims made upon him by cxpensi's on the other. Piernas- 
Hiirtado thus simply attempts to jiut into jilain language the 
marKinal-utility theory of taxation, as developed by recent 
Dutch and Austrian writers. He eonres.ses that this alone will 
not remedy .social evils, that it is not susceptible of an exact 
mathematical computa-tion, anil that it may give rise to arbi¬ 
trariness; but he maintains that the other sugfiested bases of 
taxation disclose the sami' or "reatcr defects. Itegard for the 
individual |)osition of the contributor is in his o|)inion the 
really important consideration. The vagueness of this test 
as a practical program of taxation will at once strike the reader; 
but Pierna.s-Hurtado is content to leave the dlscu.ssion in the 
field of theory. 

In treating of the various classes of taxation, he later makes 
many good and practical suggestions. 'I'he wdiole of his second 
volume is in fact devoted to the history and criticism of the 
state, local and colonial public finance of Spain; and he clears 
up much that Pariini and other writers have failed to explain. 
Like so many of the continentid tax reformers, he sees the 
greatest ])romisc of imiirovement in the substitution of direct 
for indirect taxes, and he di'votes a considerable portion of his 
work to the iiroposed adjustment of the Spanish public revenues 
to the principles of uniformity and universality. Several 
chapters on the theories and practice of public credit, and 
especially on the budget and financial admini.stration, conclude 
a work whose open-mindedness, clearness and wide range of* 
view entitle it to an honorable place in t he list of tcxt-book.s 
of finance. That this is sorely nci'ded is open to very little 
doubt on the part of the attentive reader. 
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IV, Switzerland 

Switzerland i.s the; only Miiro|)oan country where the general 
property tax still plays an important role. It is the one state 
who.se methods of taxation bear a close ri;scml)lance to those 
of the lJnit(*d Stales. It would, ther('fore, be reasonable to 
expeid that a work of such prodigious ]iroi)ortions as that of 
Professor Schanz on Taxation in Swilzirland in its Development 
since, the lieyinniiKj of the Ninelernlh Century * .should lx; of the 
utmo.st importance to all Americans; and this expectation is 
realized. Rarely in tln^ history of economic liter.ature has a 
foreign work been imblished which is at all comparable to this 
in its value to the Americ.an student of finance. 

Professor Schanz (uirin'd his reputation by, the thorough 
work displayed in his Enylische Handclspnlilik yegen Ende dcs 
Mittelalters, published some thirty years ago, as well as by 
several minor \vorks on tiu? history of labor. In 1HS4 he startwl 
the Finanz-Archir, which is still the only serious review devoted 
exclmsively, to tin; science of financ('. In this periodical he 
has been publishing for the past few years detailed histories 
and descriptions of t he tax syst('tns of different, (icTman common¬ 
wealths, which have (duillenged admiration f(.)r their solidity 
and accuracy. Now he oilers to the scientifi(^ world a work 
which stands uneiiualled in magnitude of s(a)po and detail of 
treatment. 

.4 word first ,'is to the methods of the author. Tlu; opening 
volume is devoted to a sketch of the general development of 
Swiss taxation. A ])reliminary chapter trcaits of the federal 
taxes and of the general situation; a second chapter, of the 
general din’ct taxes in the catdons; a third c.hapter, of the 
licenses, succession du1.i('s, military tax, etc.; a fourth chapter, 
of the indirect taxes on consumption; while a final part is de¬ 
voted to the (luestions of local tax.ation. 'I'he three following 
volumes take up each of th(^ twenty-fivr; separate cantons in 
detail; describe the history, not only of all the changes, but 
of all the atteinpU'd reforms; and close with !i minute statement 
of the (ixisting condition in <'ach. The fifth and final volume 
contains the text of all the important tax laws and administra¬ 
tive ordinances for each canton since the; beginning of the 

’ Die Steuern ilrr Schmeiz in ihrer Enlieickdnnq sell lieyinn des t9 Jahr- 
hunderls. Von Georg Schanz. .Si uttgart, 1800. —.5 vols. 
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century. It will be seen :it u gluncc liow stupendous must have 
been the labor necessary to (complete such a task. 

L(!t us now endeavor to ascertain in what r('sp(a’ts the work is 
important to Americans. Frofc'ssor Sclianz bc'gins by acccjttinj;; 
th(^ theory advanced by the ])resent writer resardinK the histor¬ 
ical develofunent of taxation and the position of the jreneral 
jwoperty tax in this development. He show's tliat Switzerland, 
like th(^ United St.ates, has retained the nu'dian’al property 
tax up to this day; but he further shows that Switz(‘rland, 
unlike the Lnib'd States, has succi'ssfully eiideavon'd to re¬ 
construct its protJerty tax and to supplement it by another 
system whi(th has brouKht it more' into harmony with the lu'cds 
of the lU'csent ciaitury. The conception of {General |)roperty 
as the basis of taxation has been i)erme,ated, gradually but 
w'ith ever-increasing rapidity during the past thirty years, 
with the ideas of product and of income. The attempt to 
realize the principle of ability to pay has resulted in dissatis¬ 
faction with the old property tax and a. n'lnodelling of the 
whole system. Tin' methods in the various cantons may be 
•summed up as bjllows; (1) a property tax ])lus a general income 
tax; (2) a irroperty tax plus a ])!irti.'il income tax; (:t) a, irrop- 
ertv tax irlus a suppli'inent.ary income tax, in tin: sense that 
only the surplus income abov(! a certain p(‘rcentag<', suppo.sed 
to represent the intere.st of the taxable ]iroperty, is a.sses.s('d; 
(4) a real projierty tax plus a, genend income (ax. Only three 
of the smaller cantons still hold to the general projH'rty and 
the poll taxes; w'hile only one canton clings to tin- once univer.sal, 
but still more primitive, .system of the land tax. 

'I'his is the one great lesson to be draw'u from Swiss experience. 
It ought to be .sufficient to silinice all those enthusiasts who 
cry out for a retention of the inesent. .Vmerican syst('m, and 
point with triumirh to the only democratii; republic in Kiirope 
as practising tin' same methods. On (he contr.ary, the one gn'at 
effort of tln^ Swiss h'gislaf.ures during (In' ])ast half-c('ntury has 
been to su])ersede tin? gc'iu'ral irropei-ty (ax, not ni'ce.ssarily 
by the income tax, but liy some form of income taxation—by 
some system wdiich, directly or indirectly, makes not property, 
but pro<lin't, the basis of taxation. .\s J’rofessor S(4ianz sums 
it up: “In'berall drtingt sieh elx'n mit ('lementarer (few’alt der* 
Gedanke durcli, dass es doch nicht das Vermiigc'n, sondern das 
Einkommc'ii ist, welches man ('igentlich tri'ffen will.” 

The next striking fact in Sw'i.ss ('xperience is this, that where 
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tli(‘ j'oiK'ral ()ro|)('rty tax is utilized ;is a subordinate ])art of 
the tax system, or is emi)loyed in mor(^ primitive communities, 
or with a low tax rate, it works fairly well. But as soon as an 
attempt is made to defray the larger part of the expenditures of 
advanced eommimities by tin; getu'ral property tax, thus neces¬ 
sitating a high rate, which in terms of iucoim^ is ('(piivalent to 
from twenty to thirty per cent, it is a lamentable failure^ as 
much of a failure, iiv fact as in the American stab's. Human 
nature is about the s.-inu' the world ova'r, and when' the condi¬ 
tions in Switzerland iire at all comp.-irable to those in the h'nited 
States, tlu' failure of the general properly tax, as the chief .source 
of revenue is ('(pially marked.' 

l.et us now leav(‘ these two facts, which might amply .serve 
as a text for a whole volume, and turn to sonu' of the other 
points of interest. The author does not di.scuss tin' (|U('stion 
of taxation of corporations as a whole, but pn'S(‘nts the facts, 
the most important of which have liecn used in another chapter 
of the |)resent volunu'. Other i)oints upon which the Swiss 
experienci' is extremely instructive' are the' ditfereTit rates of 
taxation for various kinds of property; the' iiK'thods of .'i.ssess- 
ment, according to market value, insuraiici' vaiu(> or par vidue; 
the exe'rnption of church or other propi'rty; th(' distinction b('- 
tw'een funded and unfuniled income; and tiu' subject of doulihe 
taxation in all its various forms. But tIu' four chief points which 
di'Si'i've six'cial ('m|)hasis arci tlii'se': tlu' met hods of controlling 
assi'ssments, the (picstion of progressive t.'ixation, the succession 
taxes and the system of local taxation. 

Switzerl.'ind, like' the' l.'nite'el Htiite's, has trie'd all forms e)f 
asse'ssme'iit for the' ge'Ueral prope'rty t;ix—self-assessme'tit and 
offieaid asse'ssme'iit, eeaths .'inel ne) e>atlis, publieeity anel se'cree'y; 
anel the'.se' heive' jereeveel e'epudly ineffieaeut. One' iustitutieen, how- 
eve'r, has be'e'ii ele've'leepe'el in the' last lew ele'e'aeh's that is peculiar 
to Switzerkiuel. It is that f)f the inve-nteery (Ini’nitarindlion). 
As se)ou as ei teixpeiyeT elie's, his e'utire' preepe'rty is seize'e] by the 
ge)vernme'nt ;inel lu'lel until em e^xae-t inve'uteery is made. If this 
disedoses fraud in the jare-vious .se'lf-as,sessments, ]iunitiv(' taxes 
must be paid, ranging in some' cantons ove'r a pe'riod of ten years. 

* This poini was also subsoquontly ompliasiztvl by Cf'^ronvlllp, Leu impMs 
en Suisse, Lausanne, lS!)S; anil more recently by IbiUock, “The General 
Prop(*rty Tax in Swit/au’land,” in Aihfresses utid l*rocccdiu(js of the Fourth 
Conference of the Inlernaliunal Tax Association, Columbus, 1011, p. 53 
et seq. 
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This mpthofl of control is hast'd on tlic right idea,; but it has ite 
objcctionabli' sides. It must be distre.ssing, to say the least, to 
the family of the deceased when the tax otiicials clap their seals 
on the property, as it were in the very cliambt'r of detith. It 
has also its wt'ak sides, for those who have even a sliort time to 
prepari; for di'titli commonly give away a largt' jaii't of their 
property. Ag.'iin, the inventory n.'iturally becomes a le.ss trust¬ 
worthy guide tlu^ further l)aek w(' go, so that at its b(‘st it c.'in 
serve only as a [jartial index. Hut notwithstanding these defects, 
it has done good service in increasing the tax n'ceipts, and it 
forms to-day om; of the chief subjects of dis])utc in the Swiss 
cantons. 

Another point which has atiraeb'd attention is that of pro- 
gre.ssive taxation. Switzerland h;is now definitiv(‘ly accepted 
the princljjle of graduated taxation, and the cantons apply it 
not only lo iidierilancc' .'ind to income taxes but idso to jn'operty 
taxes. Es[)ecially since IS7(), a large m:ijorily of the common¬ 
wealths hav(' inserted the principle' into thiir con.stitutions, 
and only a h'W constitutions lix tlu' limit of Hk' ])rogre.ssion. 
The sysU'tn, far from causing any whole's,'de' e'xeedus eir any such 
startling e'onlise'atieen as we re'ad of freim time' tee time' in the 
ne'wspape'fs, has preive'd see satisfae'teery tiled, where've'r trie'el, 
it has lU've'f bei'ii abanelone-il. 

'I’hirelly, about Iwo-lhinis of the' Swiss commonwe'eilths have' 
rounele'el out thi'ir sysli'in of elire'i’t taxation by teixe's on inhe'ril- 
ane'ixs emd on be'e|uesls. 'Phis meive'ine'id is an old eine', anil bets 
gone hanil in hanil with the movi'mi'id to suppli'ini'iit the |)roji- 
erty tax by an ine'omi' tax. Thi' t'nitcil Sledi's are .still in the' 
first pheise's of the' re'form; for until ve'ry ri'i'i'idly the' eigiteitiiin 
wees conlliu'el lo an I'xli'iision of the' collate'reil inhi'ritanei' tax. 
Switze'rlanil heis pas.se'el bi'youil this pheisi', for its system eipplii's 
to all inht'rilane'e's anil bi'i|ui'sls, with a redie ranging from a 
freiction of oni' pi-r ci'iit in Zug, to as much as twenty-live' pi'r 
cent or evi'ii more' for non-ri'lative's in Ui-i. 

Finally, the' mcthorls of loced taxation are instrui'tive. Only 
a few cantons pursue' the same systi'in for both local anil com- 
monwi'alth puyposi's. In most, cases the' income tax is a com¬ 
monwealth tax, while the' loi'al tax is a propi'rty tax, anil ofti'n a 
real property tax. In aelelition to the' loi-ed property tax, how, 
ever, wo find ve-ry geni'rnlly a loi'al “hou.si'holil” tax, which is 
practically a systi'in of poll taxidion di'signeil to ri'ach some of 
those who escape the ri'al proiierty tax. 'Phe local tax systt'm 
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is moreover marked try two significant facts. In the first place, 
the idea of progre.ssion, whicli is commonly applied to the 
commonwealth taxes, is absent in the local taxe.s, which are 
almost uniformly proportional. Secondly, the exemption of 
debts—mortgage debts as well as others—is permitted in state 
taxes, but it is allowed only to a very limited degree in local 
taxes. 

Enough has been said to show the importance of Professor 
Schanz’.s work. It does not pretend to discuss (juestions of 
theory, and yet almost every ])ag(! contiiins matter of more 
significance to the average American th.an whole chapters of 
some of the usual manuals of finance. In some few questions of 
finance' Switzerland has a litlle to learn from us; in most matti'rs 
we have important lessons to learn from Switzerland. What 
these lessons an' has Ix'i'U only faintly outliiu'd in the above re¬ 
marks: but it is to be hoped that their full significance will ere 
long be appre'ciati'd by every American student and by every 
American legislator. 


V. Emjland 

English (‘conomic literature has not hitherto been very fortu¬ 
nate in its sy,st('m;dic studies of fiscal jirolilems. The writers 
prior to .\dam Smitli concerned themselves otily with scatt('red 
questions of tem))orary practical inten'st, and dealt with thi'in 
in the same .scrappy mamu'r which characterized their tn'atment 
of ('conomic problems in general. There was, in England at all 
events, no tru(' science of |)olitical economy; there could not well 
be a science of finance. Adam Smith, taking his cue, ])erhaps, 
from the h'rench writers, for the first time sought to connect 
fiscal (piestions with thosi* of social economy. In his luqipy w'ay 
he combined the abstract discussion of fundamental theories 
with the explanation and criticism of actual conditions, avoid¬ 
ing on the one hand tin? metaphy.sical vagaries of the Physiocrats 
and on the other the plodding monotony of the (lerman “cam- 
eralistic ” complications. Put while Adam Smith gave a decided 
impulse to the study of fiscal i)r()l)lems on the continent, and thus 
initiated a movement which has resulted in tlu''elaboration of 
the modern .sci('nce of finaiua', his success in arousing a like in¬ 
terest in England was far less marked, although his influence on 
English fiscal practice was great. 1'hc mighty g('nius of Ricardo, 
however, turm-il at oner; to the core of the problem. He confined 
himself almost exclusively to an investigation of incidence. 
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regarding a tax simply as an addition to the cost of production 
and treating all tax phenomena as mere illustrations of changes 
in value. Taxation with him became a minor part of general 
economic theory. So weighty rvas his inllutmce that even Mill 
who in other parts of his Pulilical Economy pursued a quit(‘ dif¬ 
ferent policy, gav(i in his fifth book nothing but a succinct analy¬ 
sis of the shifting and general ctTect-s of taxation, scarcely deign¬ 
ing to descc'iid to the facts of everyday life or to do more than 
touch upon the difficailt details of princi|)le. Although a few 
othiT writers did more than this, ttieir discussions were forgotten 
amid the plaudits showered on Iticardo and Mill. Thus it 
happened that, whih^ on the one hand wo had numerous descrip¬ 
tive works, writtc'n for practic.al purposes, on the chief facts of 
))ul)lic financ(', and on tlu; other hand numerous appendices 
to general treatises on economics, dealing with a few points in 
fiscal doctrine, tlnu'e came to bo an almost complete divorce 
between fact and tlu'ory. The practical writers did not concern 
themselves with theory, and the economists wer(‘ for the most 
part content to work in what might be called a, fisc.al vacuum. 
Mct ’ulloch w'as the oiu' important writer to form an exc<'ption, 
and he was not sufliciently .successful to find either admirers or 
successors. 

,\nother reason which may be ad<luee(l to e,\])lain the more 
rapid growth of tlu' science! of tinance in France and in (h'rmany 
was their relatively inferior fiscal systcTii. It is not the excel¬ 
lence but ttu! (h'l'ects of ('conomic life that have always led to 
the elaboration of economic theory. The shortcomings of 
mercantilism produced Adam Sinilti; Ihe abuses of the ancicn 
rcginic brought forth the Physiocrats; Ihe dangers of levelling 
and the (wils of the poor law gave us Malthus; the currency 
confusion and the corn hnv were re.sjKUisible for Ricardo. Had 
there been no agricult ural, no indust rial, no commercial trouble.s, 
we should not h/iva; had Mill and the whole host of nnxh'rn spe¬ 
cialists. So with the j)robiems of ])ubli(' tinance. The alni.ses 
on the continent were so s('rious that they gav(' ris(' to important 
political (!ont<'sts, and thus led the sci('nl ists to att(‘mpt a general 
clearing up of vexed cpiestions in liscal j)oli('y. In Hngland tax 
problems (with the exception of tlu' free-trade controversy, 
which was far more than a mere matter of taxation) did ni)t 
agitate the people to any great extent, and their solution was 
contentedly left to the practical common sense of the English 
statesmen. It is significant that in the one department of public 
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finance which did seriously enter into politics, namely, that of 
public debts, the English writei's hav(! done ixdter work than 
those of the continent, ifut the eomirarative excellence of the 
English revenu;, and budgetary system, combined with the; 
general prosperity, in themselves eontributt'd to hinder the 
growth of fiscal theory. 

Of late years tiu' eoiulitions have changed. The disi)ropor- 
tionate increase in public expenditures and the immense devi'lop- 
ment of local needs have materially strength(>n(‘d tlu; conscious¬ 
ness of fiscal ]U'essur(', while tlu; growth of dt'inoeraey on the 
one hand and t lu^ complications of recent industrial (hwelopinent 
on the other have brought to the front (pu'.stions of theoretic 
justice which neee.ssitate the revision of fund.amcntal doctrines. 
In England as in Anu'rica., fiscal problems hav(' become no Ic.ss 
important than in continental Europis It is thus natural to 
expect henceforth a deeper study of the subj(‘ct-matter by those 
who in the wilderness of confusing party contests blaze out the 
path of truth and progress. 

Professor Bastable’s book on Public Finance * is the first 
scientific result of t his new' interest in fiscal problems in England. 
His volunu' m.arks a. distinct epoch in the history of English 
economics; for it is the (ir.st attiaupt to .set before English naiders 
the scic'iice of finance in its modern garb. To many it will intro¬ 
duce an entindy new .set of discussions: and ('specially to the 
English reader who is not familiar with foreign tongues, tlu' 
volum(! will be welcome. This will be our e.xcuse for dealing 
with it so fully. 

To all tho.se acquainted with the Theory of I ntcrnalwnal Traik, 
published a few years ago, as well as with his recent (Unninerce 
of Aalionn, Protc.ssor Bnstabl(( is known as a. ch'ar and c;ireful 
thinker, without any intelh.'ctuaJ vagaries, and with marked 
sobri(4y of judgiiK'ut. The sanu' traits conspicuously reappear 
in the pre.scnt volume, and they ar(( reinforc('d by evidence of 
uccurato scholarshij) and familiarity with fondgn literature. 
In order to be sure of one’s own conclusions, one rnii.st first know 
W’hat otlu'rs have said; and it is th(( neglect of this ch'nicntary 
rule tliat con,signs so much of so-calh'd scientific writing to the 
waste-bask(‘t. It must not be suj)f)o.scd, howev(‘r, that Profc'ssor 
IJastable is a slavish adher('nt of his foreign pred(!cessor.s. His 
volum(! is by no means w'ithoiit independent suggestions, and 

' Puhlic, Finance. Ity C. F. Haatablc, Protc.ssor of Political Econ¬ 

omy in tlic Universily of Dublin. London, 1892. 
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it. is precisely this iiulcix^ndciicc of thought that invites occa¬ 
sional criticism. 

In the first ])lac(', it is to be regretted that Professor Bastabit 
does not employ the term “.science of finance.” It is true that 
“finance” is used in English to include private as \v('ll as public 
finance, and that several books on “fin;inc(\” like those of 
.levonsand GilTcn, di'al chiefly with monetary jiroblerns. This 
unclearness, however, attaches to the word in foreign langiiage.s 
to almost th(> sairue degree. The Erench speak of la haute Jimince, 
and the numlx'r of title's on what might be calhal “priviiti'” or 
“monetary” finance is legion; ye't this has not pre'Ve'iited the-m 
from using l.hi' phrase mence ile Jhmnce or science dex Jiimiiceti, 
as the technical te-riu for public finaiie'c. d’he' wlmh' matter was 
there diseusse'd and laid to rest years ago by Jeise'ph (larnier. 
In Italy and in (lermany the' matte'r of leTinineileigy lues re'acheel 
a similar se'tth'me'iit. It is the're'feire to be' eh'firecate'd that 
Preife'sseer Bastable shoulel neet: have' ))i'e'-('mpte'el the phrase' for 
English se'ie'iitilic use'. Seeone'i' eer ledeT we' shall have tee cemform 
tei the usage of the Fre'iie'h :mel the' ll.-dians. 

The intrexlue'tory e'hapter een thee history of the science 
giveis a e'h'ar pie'ture' eiF the' main line's eel' eleve'leipment. Some 
mentiem might, ])e'rhai)s, have' be'cn m.-iele eel thee eliscussiems in 
ine'eliii'viil Elore'iu'e, whie'h in seeme points feere'shaeleiw mexlern 
deie lrine'S. Aleere'eeve'r, if a. fuller histeery eif thee .se'ie'iu'e in Eng- 
hmd is ever writte'u, atte'ntiem will have tee be paiel tee writers 
te) whom may be trae'cel mue'h of what is lee-elay curre'iit coin in 
fiseeal eliseaissiems. Tee spe'.'dv emiy eif nine'te'e'uth-e'e'utury authors, 
Fre'nei, Craig, Buchanan, Bue’kingham anel Seeye'r will be able 
tee heelel the'ir own with many e)f the' tlerman writers whom 
their comp.'itrieits elelight to hemor. 

An impeertant ])e)int in whie'h the volume' eliffers fremi some 
otlu'rs is the ine'lusiem eif the' subje'e't e)f public e'Xpe'iielitures. 
It is a eliflie'ult anel elelicate task rightly to jiroiiortion the 
speie'e' to bee ele'veiteel tee this tej])ic in a weerk em fimmee'. I’roni 
erne pehnt of view public e'.xpeneliture is simply aelministreition; 
from aimflu'r point eif view it is peilitii'al ee'oneimy in the original 
sense eif the term, flow far government sheiulel assume elefinite 
functions is a probh'm of ccemomic ]ieililii's; in what manner it 
should actually carry on these functions is a problem of afl- 
ministratiein. Yet almost eve'ry peilitie'al or eielministrative 
act invejves some outhiy, ;inel is in so far ei fit subjee't for dis¬ 
cussion in systematic works on finance. Professor Bastable, 
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in dealing with this hraneh of his work, has avoided on the 
one hand unsuitaltlc details, and on the other mere common¬ 
places. 

It is in the next three hooks that an; to he found most of the 
controverted doctriiuw, and it is naturally luire that the critic 
will he apt to take issue with the autlior. Professor Btistable 
first takes up tlie classification of puhlic revenues. He sees 
the inadequacy of the oldi^r continental division into taxes 
and lucrative prerogatives (rqialia) and correctly relegates 
the latter cl.ass to tlie liniho of iiliurwuiulcncr Staiidpunkk. 
But he is eciually aggressive in his onslaught on the class of 
“fees,” the (sreation of which he ascrihes to “a want of analytic 
power in the originator.” He sinii)ly distinguislies hetween 
I axes and what he calls in some places “semi-|)rivatc economic 
income,” and in other ])laces “puhlic economi(^ income.” 

It will he ((uestioned whether Professor Bastahlc is not here 
taking a step backward. He shows, it is true, the many incon¬ 
sistencies of rt'cent writers. But docs it not seem unwise to <nit 
the knot in dcsi)air of untying it? In refusing to acknowledge 
fees as a separate class, the author only cr(‘ates fresh difficulties. 
Where, for instance, shall we put school fc'es? 'I'hey are surely 
not industrial income; and Professor Bastahlc himself would 
not (dass them among tax(w. And where shall we |)ut th(' charges 
for marriage certificates, and sheriff’s fees, aiul co))yright i)ay- 
ments, and a ho.st of other similar receipts? The author later 
speaks rcpeah'dly of “econorai(! receipis” as different from 
fees, as W(!ll ins from taxes, seeming to forget that in the earlier 
portions of the voIuiik' Ik; includes fees in the “(economic re¬ 
ceipts.” Furtlu'r, why speak so frequently later of the “fee 
principle” .as o|)posed to the “tax principli;,” if fees do not form 
a .separate class? 

Again, Professor B.astahle sharply .separates economic from 
compulsory receipts; hut he fails to distinguish hetwex'n different 
kinds of comirulsory reccapts, and assumes that all of them are 
tiixes. Where, t hen, shall we put fines and iienalties? They are 
certainly compulsory receipts, and just as ce.rtainly not taxes. 
Where, too, shall wo put special as.scssments, which are com¬ 
pletely ignored by him? In fact, it almost .se(‘ms as if the author, 
Ik the endeavor to .simplify matt(>rs, has really .adrh'd to our diffi¬ 
culties. 

A simihar criticism may l)e urged against his classific.ation 
of taxes. He objects to all the recent methotls, and reverts 
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to what is virtually Adam Smith’s classilication into primary 
and He<;ondary. Hut it is hard to see why a tax on tlu; i)roperty 
of a living person should Ix' ])rimary, and that on the property 
of a d(‘ceas(!d person, in the shape of an inheritance tax, second¬ 
ary; or why ;i tax on the business of a c()r])oratfon should be 
primary, and a tax on the receipts of a (^orjumition secondary. 
It nray also be nob'd that, when he calls attention to the dis¬ 
tinction between direct and indirc'ct taxes made by practical 
“financiers,” his statenuait ajiidics only to French, not to 
English or to American practice. 

The book on Hk^ whole ('xhibits independent judgment, 
although in a few instances the author allows his (lerman 
models to intluence him unduly in matters of noim'uclature. 
Thus h(‘ introduces the (lerman distinction between the “ob¬ 
ject” and the “subject” of t.axation, me.aning by tln^ former 
the thing on which, a)id by th(' latter the person on whom the 
tax is im|)os(ah This is not Fnglish. When we speak of the 
subjects of ta.xation, we iiK'an not th(> taxpayers (or “subje(ds,” 
in Profe.ssor Hastabh^’s l.anguage) but the phenomena subjected 
to taxation (or “objects,” in Professor Hastalrle’s language). 
And when we s|)eak of tin' objects of taxation, we commonly 
mean tin' aims of taxation, not the things taxerl. In other 
wolds, (he author’s ((lerman) “tax object” is really the English 
“subject”; and his “tax subject” is the English “taxpayer” 
or “taxbearer,” as the case may b('. Again, th(‘ terms “for- 
w'ard incidence,” “backward incidence,” and “diffused inci¬ 
dence” are not English; moreover, they confound the terms inci- 
(h'lice and shifting. Finally, when Professor Hastable employs 
(he word “rated” tax as opposed to “apportioned” tax, he is 
ignoring the enuivalent tc'rm, “]iercentage ” tax, which has be¬ 
come (piite common, and which ckairly expre.sses the meaning 
on its very face.' 

Hut all thc'se matters, it may be said, are of minor importance. 
The crucial iioint is not so much t in' arrangement and terminolgy 
as the sub,stance, and in the substance of the book (he author 
must meet with greater appreci.al ion. 

Passing over the chapters on the state ilomain, the industrial 
domain, and the stale as capitalisi, in whicdi he always seeks 
to maintain the golden mean Ix'tween the lai-sscz-fuirp th(>orii!s 
of th(! earlier English writi'rs and (he semi-socialistic doctrines 


• In the later editions some of these defects have been removed. 
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of the modern German authors, wo come to the more difficult 
problems of taxation. 

A good account is given of tlu^ theory of benefit, which is 
discarded as the general basis of taxation; but less satisfactory 
is the discussion of the theory of facnily. Professor Bastable 
speaks of its “convenient vagueiu'ss,” but does not really 
make any serious efl'ort to give a dc'eper analysis of the do(;trine. 
He tells us of Mill's doctrine of “eiiual sacrifice,” but does not 
succeed in correlating it vvitli the iloctrine of ability. His whole 
discussion of the theory of progressive taxation is then'fore not 
quite up to the level of recent investigation. On other points, 
too, he is very conservative. He ojiposes the differentiation 
of the income tax, which was dein.andc'd by Mill, accepted by 
Disraeli and n'ciaitly introduced by bloyd-George; he seems to 
be opposed to graduation in the inlna-itancc^ tax, which was also 
demanded by Mill and which has now been definitely introduced 
into English practice; and he even differs from the consi'rvative 
French writers in disaiiproving of progression in the income tax 
as a counterpoise to regression in other ta.xes. 

On the other hand, the discussion of the incidence of taxa¬ 
tion is good. The author shows the weakness of both the 
diffusion theory and the absolute theories of Smith and of 
ilieardo, and calls atti'iition to the coini'ilicating conditions of 
modern .sociiffy. It might be urged that his analysis is not 
rigorous enough in the case of the taxation of jn'otiis; that not 
enough attention is called to tin' distinction between monopo¬ 
lies and competitivi' undertakings; that th.e house tax is viewed 
only from the characteristically English point of vii'w as being 
a.ssessed on the occupier; and that thx^ general capitalization 
theory is not brought into due prominence. Nevertheless, 
the treatment as a whole is far superior to that found in most 
of the manuals on public finance. 

Perhaps the h'ast satisfactory part of the work is the dis¬ 
cussion of universality of taxation. Double ta.xation, as we 
know, is of importance chielly in federal stati's; and that is no 
doubt the reason why a book written primarily for Englishmen 
pays so little attention to it. But international relations are 
here of increasing importance and deserve more than the half- 
page alloted to thi'in. Moreover, the conclusion itself is not 
beyond criticism. “The more tnodern solution,” he says, 
“would be that the income tax should be levied by the country 
of residence, the land or property taxes by that of situation.” 
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What, then, shall be done if the ineonie is d(>rived from land; 
or, conversely, if the; projjerty consists of intangible goods? 
Whatever we say about this, it is to be r(‘gretted that tlic author 
passes ov('r tlu^ other forms of double taxation, hiven if there 
were no space for details, t-lu; main |)oints of the controversy 
should at all events have been outlined. 

1'he following book, on tlu' sevca'al kinds of taxes, shows 
the author at his best. A broad knowk'dge of t he facts of taxa¬ 
tion in all the important countries, and a wide ac(iuaintancn 
with the special literature, enabh' him to give a concise and clear 
account of actual condilions, as well as of th(' chief movements 
for reform. He suggests a judicious combination of the three 
principal forms of tax.ation as liest- caleidated to reach substan¬ 
tial justice. 

So far as the ])ractical problems of American luxation are 
concerned, I'rofes.sor Itastable opjioses the suggestions for a- 
direct income tax to replace th(> local tax on ])ersonal property, 
and he also deprecates the taxation of gross receipts of corpora¬ 
tions. His statenx'nt that “the most irromising sources of 
state revenue seem to be thi' real property and the li(cnse taxes” 
is, however, obviously a. slip. Americans will also take exception 
to the a.ssertion that “taxation of inheritances is unsuited for 
a community whei e the family is thi' unit of socied y and [troperty 
is really held by corporations, not- by individuals.” There is 
an obvious discrepancy betwa'en this and the author’s state¬ 
ment that “taxation of corporations is th(‘ taxation of their 
membens.” This last statement again is nnehxir. Do the 
“members” of a corporation mean its stockholders, or its bond¬ 
holders, or both? The discussion of the.se questions, which 
have led to some of tln^ most i)er|)lexing problems of public 
finance; in America as elsewhere, ought not to be so lightly 
‘‘eliminat'd.” 

We have not hesitated to call attention to some of the minor 
d('fo(;ts in Professor Bastable’s volume; or to inelie'ate a bclie'f 
that it will not be found wholly satisfae'teery feer the American 
stuelent. We must, however, remembe'r that it w;is w'ritten 
primarily for Englishmen. It is tee be' Impe'el that no one will 
l(;ave these eritie'isms with the ide'a theit the' book eean be lightly 
cast asiele. It i.s see aelmirable; in arrange'nie'ut, so accurate in* 
statememt, so catherlie' in teriipcr, so sagae'ious in juelgment, 
and so broad in eruditiem, that it will uneloubtedly give a new 
impetus to the scientific study of fi.scal problems in England. 
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VI. Vniled States 

Whon Professor Bastal)le’s book appeared th(> hope was ex- 
press(>d that there mislit soon aj^pear in America a similarly 
comprehensive treatise, int('n(le(l primarily for our own public 
and dealing mori’ specilically with ifie problems that are, in a 
measuri', peculiar to the United States. 'Phis hop*; was soon 
realized by the pid)lication of Professor Adams’.s Science of 
Financef which at once commandc'd attrition as a signal (con¬ 
tribution to economic literature. 

That such a book is timc'ly it is scarcely necessary to say. Tine 
United States has so rapidly outgrown tluc swaddling clothes of 
its infant economic surroundings, it has stepp('(l with such 
prodigious strides from its youthful social environment to the 
c()m])lex (conditions of a full-grown industrial society, that we 
ar(! suddenly confrontecl on ;dl sides by the new inoblems of 
political, economi(c and social maturity which are at present 
engaging the ])ublic mind. America ])resents in some resp('cts 
most curious contrasts. It is at once the youngest and the oldest 
of economi(c societies—at omce the most youthfid and the most 
mature of social exi)eriments. It is the youngost, in the sense 
that there arc still in our territory vast tracts untomched by 
plough or harrow', awaiting tluc (coming of th(' lirst settler and 
needing only irrigation to convert the desert into a gar(l('n. It 
is young, because there an' other huge s('ctions of the (country 
which are only one .step removed from the primitive agricidtural 
stage, in which the loccd lite is still largely (lomini(t('d by frontier 
conditions—conditions an;dogous to those which tine old W’orld 
faced centuries ago. In another sense, how('V('r, itmerica is not 
young, but old. Nowhere on the fac(c of the glolac has capital 
been applied to productive jnirposes with such intensity and 
such energy. Nowhen' has man’s victorious contest with the 
powers of nature Ix'en waged with .such intx'lligencc and with 
such relentless vigor. Nowhere have the cai)tains of industry 
prosecuU'd their (piest f(.)r industrial supremacy with such ah'rt- 
ness and with such ability. As a c()ns('(iuenee, nowhere have 
the most advanced forms of a highly organiz('(l, fully diffenen- 
tiated and thoroughly complex industrial organism been evolved 
Ivith such startling rapidity and with such comidete success. 

( The Science, «/ Finance: an Inmsliijuiioti of Puhlic Expenditures and 
Public Revenues. 15y Henry Carter Adinns, Pti.D., LL.D. New York, 
1898. 
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In no department of social and political life have these warring 
forces engendered more confusion than in the domain of public 
finance. In former times the fiscal problem was comparatively 
simple. The colh'ctive wants of individuals were small in com¬ 
parison with their priv;it(' wants; j)ublic expenditure was in¬ 
significant; and the m'cds of government rcvcmue were easily 
.satisfied. With the growth of industrial democracy, however, 
■all this has been suddenly changed. A scale of public expendi¬ 
ture which would hav(‘ appeared absurdly lavish to former 
gcner.'itions now sisuns barely adcxpmte to modern neex'ssities. 
'I'hc resulting pro<ligiouK increase in public revemu's has called 
into being iwoblems of the utmost nicety, not Ix'cause the growth 
of tlie.se revenues is nec('ssanly more r.‘i|)id than that of the 
priv'ate wealth on which they are based, but becau.se the con- 
slituent elements of (his priv.atc we.allh hav(' in them.selves 
become so complex .and have so intiTtwined themselves with 
the integrated forms of modern indust ri.al life. What is peculiar- 
ily confusing in (lie Ann'ric.an sitiiafion is the fact (hat, on the 
one hand, we have sc'ctions where (he economic condition.s, 
and therefore the fiscal conditions, are still, as companal with 
the great mass of modern communities, of tlu' primitive type; 
while, on tin' other hand, in numerous parts of (In'se sections 
tleunselves there h;ive been grafted uiwn the still dominanf and 
l)ersistent primitive stock (he shoots of (In' newer industrial 
type; or, to put it in other words, allhough (he basis of such 
communities is still primarily agricullural, the ncwc'r methods 
of transportation, as well as the more modern media of exchange 
and distribution, have supc'rimposed upon (he simplicity of 
the old ami slill jK'rsistent the complexity of the m'w and ever 
extending. 'I'he consequence' is (hat the fiscal conditions of this 
country tonlay are suprc'inely hct('rogencous and that, because 
of this conte.st of the old with tlie new, we are all still groping 
almost in the dark, dissatisfied in thi' mon' i)rogres.siv(! com¬ 
munities with th(! .survivals of old conditions, and frying to 
discern in the dim light of the futun' (In' fiscal ('xpres.sion of the 
newer conditions which are soon (o become' unive'rsal. 

The appearance of Professor Adams’s work bears eloqmmt 
testimony to this change of vic'wu We havi' for a long time had 
American treatisi's on political ('conomy, although these treatisef^ 
have bc('n, until comp.'irativcly ri'cent times, for the most 
part .simply copies of their English predecc'ssors rather than 
adaptations to our own peculiar conditions. In the science of 
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finance, however, there have been no American treatises, just as 
there have been until recently no English ones, chiefly because 
the fiscal probhans have been so simple as not to warrant any 
separate or extcauhal discussion. An insignificant addendum to 
the ordinary work on political economy has sufficed for the con¬ 
sideration of the f(‘w questions that have i)rescntcd themselves. 
For the reasons nu'ntioiu'd above, however, the fiscal i)rr)blems 
have now come to the very forefront of modern controversy; 
and it is tinier for tln^ ,scienc(‘ of finance to take its jjlace side by 
side with economics in the narrower scaise; for while' economies 
proper is primarily social in its character, laying ('inphasis on the 
industrial relations of man to man, tlu' science of finance, as a 
part of the broader political economy, is primai'ily political, 
laying the em])hasis on the fiscal relations of the individual to the 
government. The appe'arancte of a c(jmprchcnsivo tre'atise on 
finance accordingly marks a turning-point in the history of 
American jwlitical and economic literature; and when such a 
treati.se attc'inpts, as none of its English or continental jm'd- 
ecessors have doin', to call attention t,o the close connection 
between changing social and changing fiscal conditions, it is 
doubly deserving of attention. 

A word should first bi' .said regarding the formal arrangement 
of the volume befori^ us. After an introductory chaiiter on the 
character of the science and the nature of ])ublic wants, the 
subject of public expenditure is taken uj) in Part 1. The first 
book of this ]iart deals with the theory of jiublic expenditure; 
while a second book, to our surpri.se, treats of the budget. Why 
the budget should be dealt with under the general heading of 
expenditure is not apparent. It is true that much of the time 
spent in budgetary discussion in modern legislatures is devoted 
to expenditure; but. thi'i'i' is also a n'venue side to such dis¬ 
cussion. Another di'parture from customary methods of ar¬ 
rangement is found in a subdivision of the book on the budget, 
in which Profc.ssor Adams discusses the subject of financial 
organization and administration. It may lie urgi'd that cither 
this subject should be treated sejiarately or the gi'iieral heading 
of the book should be “Budgets and Financial Organization.” 

Part II. of the work deals with iiublic revenue, taking up in 
ethree successive books the public domain and public industries, 
taxation and public credit. This arrangement is followed in 
pursuance of the division of all n venue into three ela.sses: 
“direct,” “derivative” and “anticipatory.” While this distinc- 
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tion is clear enouKli, it must be said that tlic inclusion of credit 
under the head of revenue is, to say the h'ast, unusual; and that 
the choice of th(' terms “direct” and “derivative,” to mark 
the difference betwas'ii income from llu' domain and income 
from taxation, is not entirely beyond criticism. “Direct” 
revenue is defined as that which accrues to the state from public 
ownership or manageuH'nt, or which falls to it by virtue of its 
sovereign charuct('r; and “derivative” revenue is that which 
forms in first instanc(' a. jiart of the incomes of the citizen, but 
which is p.aid to the slate in satisfaction of some revenue law. 
It is further stated that “direct ” rev('nu(‘ constitutes a positive 
addition to fh(' social income, while “derivative'” revenue is a 
traasfer of .a part of the earnings of flic citizen to tlu' state. In 
regard to the first |)oint, however, it is to be notii'cd that all 
revenue from taxation falls fo the state in virtue of its sovereign 
character; .and that, on the other h.and, much of the .so-called 
“direct ” revenue is originally a part of the income of the citizen 
and is jraid in virtue of some revenue law. Post-office charges, 
for instance, are included by the author under “direct” reve¬ 
nue; yet the receipts originally form iwrt of the income of the 
citizens, and are paid in virtue of a very definite revenue law- 
if by reveniK' law we mean a law which ])rescribes the r.aising 
ol reveiuK*. Again, referring to the second distinction, it must 
be noted that “direct” revenue, no less than “derivative” 
revenue, im|)lies a transfer of the earnings of the citizen to the 
state. Por, even if the government rents out its land, or runs 
its industries for ])rofit, the prices are i)aid by the citizens, and 
the nwenue involves a tran.sfer of the earnings of the citizens 
to the state. Whih', therefore, the intent of the classification 
is obvious, it cannot, Ije said that the nomenclature is a very 
hapjiy one. 

One other feature of the general arrangement may be men¬ 
tioned. Within the separate books themselves there is nothing 
particularly worthy of note until we come to that on taxation. 
Here the arr.angement is at once novel and interesting. Begin¬ 
ning with general considerations, successive chapters are devoted 
to the principles of apportionment; to tlu' cIas.sification and char¬ 
acterization of taxes; to the manner in which taxes work, to 
the administrative consideration of taxes; and to suggestion* 
for a revenue sy.stem. It may, perhaps, be urged that this 
necessarily giva's a somewhat disjointed account, as there is no 
place where any particular tax can be judged as a unit from every 



584 


ESSAYS IN TAXATION 


point of view. But no arrangement can satisfy conflicting 
claims; and it is undeniable that the one adopted in this treatise 
does succeetl in putting a fresh aspect on some familiar topics. 

Cloming to the subj(>et-matter of the work, attention must 

first be directed to the chief merit in tin* whoh^ l)r(',sentation.- 

the masterly ])ower of analysis disclosed by the author. The 
emphasis is everywhere laid, not u])on facts and figures, but 
upon the principh'S iirvolved; and to those who approach the 
subject for tlu; first tim(‘, as well as to those already familiar 
w’ith the general naiurc^ of the ])rol)lems, the serried phalanx 
of argument, upon arguiiK'nt, of closely reasoned analysis upon 
analysis, must be botli a surirrise and a delight. Not that all 
is new—for here, as in evc'ry other departnumtof human thought, 
one can build only upon f.he basis of the known; but the whohr 
work is so permeated with the doctrines of continuity, and of 
the csscnti.al dependeiuar of fiscal upon economic conditions, 
that almost every singh' discu.ssion is put in a new light. The 
insistence upon princij)le ha.s indeed, as the Fremdi say, the 
defects of its virtue's. With a few exceptions, we mi.ss not only 
historical examples, but also any detailed statemi'ut of actual 
fiscid methods in America and any comirarison with the institu¬ 
tions of other countries. The excc[)ti(ms are to be found chiefly 
in Part I., devoted to expenditure, wlu're tlu' nece.ssarily Irrief 
discussion of th('ory is pieced out with a s('parate cha|)t('r on 
“some facts.” In the second jrart, how'ever, dealing with i)ublic 
revenue, the student will, for instance, serircli iir vain for jiny 
deserii)tion of actual taxes, whether in the Unib'd States or 
abroad. J’rofessor Adams evidently takes for grant.ed that the 
reader is familiar with all such di-tails, and lu; prc'h'rs to dwell 
on the more important matt('rs of princii)le. It may be (pieried, 
however, whether he has not gone a little too far in this respect, 
and whether the book would not b(' still more valuable to the 
general reader, if it contained the es.sential facts as well as the 
interpretations to be put ujron the facts. 

In considering the work in dcdail the reviewer is oldiged not 
only to call attention to the remarkable brilliancy and general 
solidity of tlu- results, but also to attempt tlu^ less grateful 
task of noting the shortcomings that an^ inseparably connected 
with any such comiirehensive effort. 

In the discussion of puldic ex|)('nditures, thri author brings 
out clearly their deiiendencc upon the stage of industrial de¬ 
velopment. He lays down the principle that a profitable in- 
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Vestment for a state is one which results in raisiiifi; industry 
to a higher level of efficiency. From thi.s |)oint of view, increased 
expenditure i.s not necessarily an evil. Attention is also directed 
to the connection lietween [niblic expemlitun's, on the one hand, 
and political conditions, as W(>11 as social organization, on the 
other. Perhai)s the only point lacking in this aindysis is a dis¬ 
cussion of the influeiux' of modern democracy upon expenditures, 
and of the gradual asctuidency of the preventive over the re¬ 
pressive principle' in modern h'gislation. A suggestive se'ction 
compare's thee Fnglish with the' (Je'rrnan view eif e-.xpe'nditures, 
with the e'eme'lusieen that the' English write'rs eliel neit ne'e'd any 
definite the'eny, hce'aiisee tlie'ir cenie'e'ptieen eef tlie' state implie*d a 
fixe'el limit te) gove'rnme'iiUd fune'tieens, while' the' more extre'ine 
(le'rm.'in ee'emennists erre'el in se'tting up teee) stremg ;i presumptiem 
in favor e)f the sliite. Preefe'ssor Aelaens’s peesitieni lie's mielway 
betwe'cn the' e'Xtre'ines eef lainacz Jaiir ;inel seee'ialism. 

In (Chapter III. an atteniijit is maele to classify e'xpe'iielitures in 
aeee'orelance with gove'i'nme'utal fuue'tions. 1’ho e'lassifie'ution 
adopte'el is that of “protective',” “e'eemmere'ial” anel “elevc'lop- 
me'ntal” fune'tieens, ine'lueling unelt'r the' latter he'ael expendi¬ 
ture's for e'elue'atieni, re'e'reation, public inve'stigation, mainte- 
nane'C of e'e|uitable' conelitienis fen the' lereise'cution of private busi- 
ne'e-s ane! eleve'leepme'iit of t he physie'al basis eif the state. It may 
bee e'eeiie'e'eh'd that the partie'ular e'hessitication aeleepte'el is not of 
so miie'h impeertance' as the' meetheeel pursue'el in de'aling with the 
principle's the'inse'lve's; but e'lassilie'eetieni may e'lnpha.size eer 
obscure prine'iple's,anel the sche'mce'inpleiye'el by Preefe'ssor Aelams 
may, perhajis, be subject to critie'ism. Why, feer instane'e', shenilel 
the outlay for re'fbrmatorics be e'eelle'el “piote'e'tive ” anel that for 
seehexels “elevelopme'iital ”? Why shenilel e'xpe'iise's feir re'ndering 
justice bete'rme'el “preete'ctive ” anel theise' feir maintaining “e'qui- 
tabh' eeonelitions ” feirprivate busiiie'ss “eh'velopme'ntal ”? Why, 
in fact, are neit all e'Xjie'iiditure's “ele'Vi'lopme'ntal ” ? If it be 
claime'el that- jireite'e'tivee e.xpe'iulitlire's leiok at the bael in human 
nature, anel ele've'leipnu'ntal e'xpe'iise'S at the goeid, how can cx- 
peneliture's feir the' fae'teny acts, for railway e'omnii.ssiems anel the 
like, be put by Professor Aelams uneli'r the he-ad eif “de'Velop- 
mental”? We may, irieh'e'el, elesire' tei e'elue'ate' the' goeiel impukses 
of the fai'tory owners anel the' railway managers; but pre'cisel^ 
the same; re'sult is sought to be attaine’el by a we'll-eligestcd poor- 
law system, eir a wi'll-arrauge'el pe'iial system, or a good judicial 
system, all of which arc classed unden the head of “protective” 
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functions. And why the I)iiilding of a raihvay is the exercisfi 
of a “eomiruTcial” function, while tlie huilding of a canal or 
dock is the exercise of a “developinental” function is still 
more difficult to comprelu'nd. In fact, whil(> the whole of this 
chaptcw on jaiblio expenditure is remarkably suggestive, it 
confuses things that ought to be kept separate, and it sejiarates 
things that ought to be united. Moro()V('r, almost the only 
cpicstion of i)rincipl(' that emerges from tin' discussion is the 
tendency of given expenditures to grow' larg(>r or smaller. Even 
here it may be C|ueried wladher the author gives due weight 
to facts like the tendenej' of expenses for justic(‘ to increase— 
not, as he says, to diminish. The expl.anation of this tendency 
is not that people grow worst* as they beconn* civilizf'd, but that 
the (;omplexity of modern industry is continually augmenting 
the chances of collision of interests and thus creating new classt's 
of crime. In this detail Professor Adams has forgotten the gen¬ 
eral doctrine which he elsmvhert! so ('loipu'ntly inculcati's. 

In the book devoted to the budget the .'lutlior ket'ps closer to 
the beat(‘n track. Attention m.ay, howa'ver, bi> dii'ected to two 
interesting novelties. The one is the s('ri(‘s of suggestions looking 
to a reforn\ of the American budgetary system. Professor 
Adams believes that this can best be accomplished, first, by 
the abolition of tin' committee! on a|)pro])riations and the assign¬ 
ment of its duli(!S to th(' eommittc'e! on ways and means, together 
with the abandonment on the part of all otlnw committees of 
their right to intnjduce aiipropriation bills; second, by the 
abolition of the right of individual initiative of money lulls, 
as well as of the right of indiscriminate' amenelment; third, by 
a closer conne'eetieen be'twe'e'ii the* se'e're'tarv erf thee tre'asury anel 
this new budgetiiry e'eemmittee. ddie' re'eiseens aelvane'e'el few ttie'se' 
changes, edl of which are within the re'alm of h'gishdive corape*- 
tence, seem to bee in many re's|)e'e'ts seeunel. The* eetlu'r important 
discussion, tee which emly a bare allusiem e'an bee nuiele', is the 
treatment of the the'ory eef aceauals ;is a b.asis eef publiee eu'count- 
ing. Here; not emly is the' jelane' eif this elise'ussieen, as else'wliere 
in the book, an elevated one*, showing e)n the part of the author 
a comprehe'iisive' grasp eef the' iwitu'iples at issue', but, in addition, 
we have the sat-isfaeetory fe'cling of be'ing in touch with the actual 
practice and the eletails of real life. 

Part II. deals with public revenue. A section treats of the 
subjeed of classifie'eitiem, in the eeoursee e)f whie'h it is to be noted 
that Professor Adams recognizes the existence of fees and special 
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assessments, and dcclan'.s that tliey <l(iserve an analysis separate 
from the general diseussion of taxation. But aft(!r this frank 
eonfession—in which Ik' lakes issue with the I'lnglish writers—it 
is a distinct disa))i)ointinent to find no further diseussion of 
thes(! topics. The omission will he dei)lored, not only by those 
interested in the correlation between leg.al ideas anci economic 
conditions, but also by those who believe that underlying our 
Americain practice there are some not unimiMrlant (jnestions 
of principle. 'I'he Ireatinent of the public domain and of public 
industry, on the other hand, is characb'rized by much fresh and 
keen analysis. Occasionally, however, Professor Adams gc'ts 
into difficulties—;is, for instance, when he asserts that the phrase 
“quasi-priv.'de price;” is inapidicaleh; to governineaital industry. 
His argument is that jerivate; ))rices, as “commonly” competi¬ 
tive, always seek the' maximum |)ro(it, while public prices are 
adjusted to the; idea of .social utility. Nevertheless, not only 
does h(! spe'ak, a little later, of the fiscal monopolh's of govern- 
rmnt which sex'k to se'cure'only profit, but. he also calls attention 
to the private monopoly charges, adju.sted to the; standard of 
what the Iratlie; will Ix-ar. Ifi'tween tlie extreme of eompc'titive 
privat(‘ pric('s and soci.-d public prices then' is a broad field to 
which neither term is applicable. This whoh' .‘inalysis is sus- 
ceptibh; of improveuK'nt. -Again, while tin' discussion of the 
prinei|)l(' of charge to la; adoj)ted by public industries is excel¬ 
lent, it may b(' (|uestioned wdiether it is complete, and whether 
the treatment of the ))ost-offic(', of tin; telegraph and of the tele- 
j)hon(', for instance, might not be considerably amplified with 
profit. Finally, when it is stat.ed that the indu.stries fit for 
government ownershi|) are primarily lho.se which are subject 
to the hiw of incre.'ising n'turns. Professor Adams forgets tlnit 
this law can no longc'r be confined to indu.stries dealing with 
transportation, l.)ut that the field of monopoly, so far as it is due 
to the i.'xistc'ncc; of this law, is con.stantly growing in modern 
society. A more careful .'inalysis would have shown a far greater 
comirlexil.y in tin; relation of the law of increasing returns to 
that of diminishing returns in actual industry. 

We pass over tin; final book on ))ublic credit, where the author 
sub.stantially sums up the well-known conclusions of his earlier 
work on Public Debtft, in order to come to what constitutes »t 
once the most solid and the most valuable part of the treatise— 
the book on taxation. This occupies 3.32 out of the 564 pages 
of the work. It is here especially that we see the excellent 
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qualities of the author and the break with the old English ways 
of regarding the subject, as w(dl as tin; rc'cognition of the changes 
necessitated by the newer structure of industrial society. The 
discussions of the essential nature of taxation, of tlie difference 
between the legal and tin; economic point of view, of the duty 
to pay taxes and of the prin(ai)l(! of tax exemption, are at oue(i 
striking and admirable. Not less noteworthy are the abandon¬ 
ment of the l)cnofit theory of taxation, with all tliat that implies, 
and the acceptance of the progressive priuciide. 'I'Ik! analysis 
which lead up to the relinquishuu'ut, not alone of tin? doctrine of 
proportion, but also of the theory of tlie general proix'rty tax, 
are as brilliant as they are profound. In one respect., however, 
Professor Adams seems to be laboring under a delusion. In his 
treatment of the g(MK'r:d pro|)('rty tax lui several tinuvs n'peats 
the assertion that the. secret of its success in the middle ages lay 
in the fact that tlu! tax was ass('ssed not on individuals but on 
the organizations within the town, and that there was thus a col¬ 
lective responsibility. Professor Ad;uns is here confusing the 
town as a taxing unit with tiu' organization within the (own. It 
is true that in Engl.and, for instance, the town as siudi paid its 
firma burgi; but this w.as in no wise dilfereiit from tlu^ situation 
in modern times, where tin- county or city pays a lump sum 
toward state ('X[)enses as its shan^ of (.he pro])er1y tax, or wliere, 
as in Frances, certain cities compound for the otiroi duties. 
In the metliicval town, as in tlu' modern Anierie:m locality, 
this aggregate was distril)uted directly among tlie individual 
citizens according to their propiTty. Tluax' is no warrant for 
the assertion that then; was collectives r('sponsil)ility of any kind 
of a degree lower than tla^ local community itself. Yet upon this 
mistaken assumption Professor Adams sul)sequently builds 
up a part of his scheme of nd'orm. TIk; (rnly exception to the 
above statement was an iirraugenumt in a part of Spain, ;in 
acquaint.ance with the failure of which would have preserved 
the author from this curious slip. 

The (dassification of taxes followed by Professor Adams i.s 
instructive. He flivides them into taxes on income, on ])roi)erty 
as the source of income, and on business as a means of securing 
an income. This is in some respects convenient; but it is no less 
o|)en to objections than iirc^ the other classifications which he 
discards. Where, for instance, shall we put a tax assessed on 
the net profits of land? To the exti'nt that it is impo,s(>d on land, 
it is a tax on property; to the extent that it hits the income of 



RECENT LITERATURE IN TAXATION 


589 


the landowner, it is an incoim' tax; to the extent tliat it reaches 

theInisine.ss of the farmer, it is a business tax.unless indeed we 

arbitrarily confine tin' term busint^ss to non-asrieultural enter¬ 
prises. Again, where shall we put a |)oll t.ax? Moreover, in the 
ehapter on ineidemee, Professor Adams reeognizc's another classi¬ 
fication, that between direct and indirect taxes; but he makes no 
attempt to correlate these two distinct criteria of classification. 

Th(^ ehapter on the shifting and results of taxation is chair and 
seemingly convincing. Hut, it may lie (lueried whether the 
author has not hiu'e .secured clearness and simplicity at the e.x- 
pense of accuracy. Th(‘ conclusion tlnit a, bu.sincss tax is “in- 
diri'ct,” for all competitive occujiations and “jiartly direct, 
partly indirect,’’ for monopolies is not warranted. It implies 
that every tax iiiion a comindilive industry is completely shifted 
to the consumer, wtiih' this is far from being.the case. Moreover, 
the author’s classification of goods into those produced at uni¬ 
form cost, t hose |)roduc('d at expanding cost, and those produced 
under conditions of inono|)oly is not convincing. He forgets 
that a distinction must be drawn betwi'cn production at con¬ 
stant cost and production of various parts of the supply at 
different costs. A compel it ivi' industry may obi'y the law of 
(‘.instant returns (that is. it may be |)ossible to produce more 
ol t he article at a proportionally gri'aler oullay), and yet, undi'r 
dynamic eondilions of actmd industry, lh(' various parts of 
the supply are always produced at different, costs, some ])ro- 
diicers being mori' efficient than others- else there would be 
no ))rofits. Tin' production of all parts of I he sufiply at the same 
cost, in fact, always implies a nionoiioly, because monojioly 
])rofits alone an' independent of any marginal ])roducer. The 
development of this idea would take us too far afield; but 
it may be stated that Professor Adams’s treatment of shifting 
is not entiri'ly adi'(|uat.('. It mu.st bi' noted al.so that lu're again 
only a few broad jirinciiiles an' laid down, and that, except as 
regards the tax on land, no attempt is made to apply the prin¬ 
ciples to the .separate taxes. Another point, moreovc'r, in which 
Profe.ssor Adams’s exposition fails to command a.ssc'nt is his un¬ 
qualified opposition to productive taxi's. Ili're again he proves 
untrue to the general prineiide of historic relativity with which 
the re.st of the work is permeated. • 

Perhaps the most interesting chapti'rs in the book—certainly 
the chapters to which the ordinary reader will first turn -are 
those on “the admini.strative consideration of taxes” and on the 
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qualities of the author and the break with the old English ways 
of regarding the subject, as w(dl as tin; rc'cognition of the changes 
necessitated by the newer structure of industrial society. The 
discussions of the essential nature of taxation, of tlie difference 
between the legal and tin; economic point of view, of the duty 
to pay taxes and of the prin(ai)l(! of tax exemption, are at oue(i 
striking and admirable. Not less noteworthy are the abandon¬ 
ment of the l)cnofit theory of taxation, with all tliat that implies, 
and the acceptance of the progressive priuciide. 'I'Ik! analysis 
which lead up to the relinquishuu'ut, not alone of tin? doctrine of 
proportion, but also of the theory of tlie general proix'rty tax, 
are as brilliant as they are profound. In one respect., however, 
Professor Adams seems to be laboring under a delusion. In his 
treatment of the g(MK'r:d pro|)('rty tax lui several tinuvs n'peats 
the assertion that the. secret of its success in the middle ages lay 
in the fact that tlu! tax was ass('ssed not on individuals but on 
the organizations within the town, and that there was thus a col¬ 
lective responsibility. Professor Ad;uns is here confusing the 
town as a taxing unit with tiu' organization within the (own. It 
is true that in Engl.and, for instance, the town as siudi paid its 
firma burgi; but this w.as in no wise dilfereiit from tlu^ situation 
in modern times, where tin- county or city pays a lump sum 
toward state ('X[)enses as its shan^ of (.he pro])er1y tax, or wliere, 
as in Frances, certain cities compound for the otiroi duties. 
In the metliicval town, as in tlu' modern Anierie:m locality, 
this aggregate was distril)uted directly among tlie individual 
citizens according to their propiTty. Tluax' is no warrant for 
the assertion that then; was collectives r('sponsil)ility of any kind 
of a degree lower than tla^ local community itself. Yet upon this 
mistaken assumption Professor Adams sul)sequently builds 
up a part of his scheme of nd'orm. TIk; (rnly exception to the 
above statement was an iirraugenumt in a part of Spain, ;in 
acquaint.ance with the failure of which would have preserved 
the author from this curious slip. 

The (dassification of taxes followed by Professor Adams i.s 
instructive. He flivides them into taxes on income, on ])roi)erty 
as the source of income, and on business as a means of securing 
an income. This is in some respects convenient; but it is no less 
o|)en to objections than iirc^ the other classifications which he 
discards. Where, for instance, shall we put a tax assessed on 
the net profits of land? To the exti'nt that it is impo,s(>d on land, 
it is a tax on property; to the extent that it hits the income of 
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content unrlcr an increase of ttu; t;ixes Iw' pays in the shaja! 
of f(!(ieral excises, unless wi' show both the oiU‘ and thi^ other 
that our proi)osed sehenu' of reform is calculated, either di¬ 
rectly or indirectly, to reach with rough hut suhstantial aecu- 
racy the real earnings of those classes who aix' to-day fast getting 
into their hands the incrc'nu'iit of social wealth. 'I'he earlier 
chaptc'rs of Proh'ssor Adams’s hook deal with ])rohlems of jus¬ 
tice; the lat(‘r chapters with (pu'stions of a<lministrative ex¬ 
pediency; and the (xmclusions rea<“hed from th(‘ first point of 
view do not always harmonize with those reaclu'd from the 
second. 

We have not h<>sitated to call att('ntion to the few ])oints in 
which the tri'atise seems to invite criticism; hut all tlu'se criti¬ 
cisms i>ale into insignificance' when compared with the i)raise 
that mii.st h(! accorded to the soliil merits of the book. It is 
perhaps no exaggeration to say that Protessor .\<l:nns is at the 
liead of those American scholars who have grasped the essential 
spirit of modern industrial lift'; and it is likewis('no exaggeration 
to claim for this volume the disliiiction of being one of the most 
original, the most suggestive .'nxl the most brilliant productions 
that hav(! made their ai)|)earance in recent decades. At all 
C'.ents, it is safe to as.sert that, in .tnu'i'ica at least, the jaddica- 
tion of this treatise marks an epoch in the discussion of fiscal 
problems. We may congratulate ourselves that we have in this 
country so masterly a representative of the newer and saner 
views as is ttu; author of this remarkable work. 

Shortly after tlu^ jtublication of Professor Ad.'ims’s book, 
there a|)peared a w<irk by one ol the most distinguished ('X- 
ponents of practical t;ix-reform. In ;iny calalogue of recent 
literature a ])rominent plae(' must be awarded to a work that 
is at once new and old—the stidely volume of Mr. Wells, on 
The I’keory nnd Pmrtiee of TasdlioiiA 'I’lu' phrase “at once 
new and old” is used advisedly; for the book is new, in that 
it is the result of the studies and experiences of a long and 
useful life devoted to public interests, and in that it dc'als with 
a problem which is i)erennially fresh; and yet the work is old, 
because it restates doctrines that have been a.ssociated with 
the name of the author for over a (piarler of a century, ai*l 
because Mr. Wells had been so de('ply immersed in certain 


rD. A. Wells, The Theory and Practice of Ta.ration. New Aork, 1900. 
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parts of the problem that he lias been unable to turn his atten¬ 
tion to some of its newer and more important jihases. 

To the merits of the iiook it is seareeiy necessary to call 
attention. Mr. Wells had seareidy an equal in this country 
in the ability to marshal facts from out-of-the-way and recon¬ 
dite sources in an attractive manner, and to jiresent his results 
in a style so sinqile and so cli'ar that they are sure of attracting 
the notice of tti(> public; while his long experience in dealing 
with the difliculties of fiscal administration afforded him a 
unique opjiorf unity for afiproaching the prolilems from a prac¬ 
tical standpoint. Moreover, his intensi' Americanism, and his 
recognition of the fact that in a democracy like ours the h>gal 
and constitutional asjiects of economic ])roblcms an' of supreme 
importanci', always made him careful to call attention to the 
adjudications of the courts and to consiiler the whole problem 
in the light of jiossible h'gal changes. 

All these characteristics of his work are wi'll illustr.ated in 
the presi'iit volume. Mr. Wells has ransacked the records of 
fiscal jiractice, .so far as thi'}' can be found in the literature of 
Plnglish-speaking countrii's; he gives fresh and attractive ac¬ 
counts of the .systi'in, or lack of .system, as it exists or used 
to I'xist in countries so unliki' as Mexico, Plgyjit and China; 
he draws ujiou his own store of rich ex]X'rienc(' in connection 
w'ith the sy.stem of internal revenue in the rniti'd States; and, 
finally, his quotations from thi' leading tax case.s in the state 
and federal courts are .so full, and in .some respects ,so wi'll 
selected, that the book po.s.ses.ses a value for the lawyer only 
secoml to that which it has for the economist. 

Nevertheless, w'ith all its good points, the work is in some 
respects distinctly disiqipointing. It is not, indei'd, written 
primarily for tlii' student, and, therefore, we nei'd not consider it 
a.s a shortcoming that the author’s acipiiuntanci' with scientific 
literature is limited to works in Knglish. Hut Mr. Wells, as 
is evident from the title, in'ojio.sed to treat the subji'ct from 
the jioint of view' of theory, as well as of jiraidice. Now, it is 
well known that Mr. Wells was not espi'cially strong in theory; 
and, whatever can be .said of the work, no one can accuse it of 
ov(>r-precision in systematic treatmc'nt. A cursory examination 
(♦f the table of contents will suffice to convince anyone of thi.s. 
Mr. Wells possessed, indei'd, so much common sense', such an 
instinct for what was practicable and I'xiiedient, that his con¬ 
clusions are almost always better than his theory. It might 
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almost be said of liini tljal he was oltcn com'ct in spitt; of his 
theory, and not bi'canse of it. 

His opinions are, as has Ik'I'u stated, preeisely the same as 
those that were advanced by him thirty years afjo; for I he waves 
of recent economic discussion seem to liav(' dashed unavailinRly 
asainst his adamantiiu' convictions. 'I'hus, wv still find it laid 
down as a fundamental doelriiie that taxation for any other 
purpose than revenue is eontiscalion. His well-founded fear of 
the use of the taxin;;: power for promotiiif; ))rivate, rather than 
public, jnirposes drove him to the length of refusiiif; to coun¬ 
tenance the use of taxation for any public (lurpose other than 
n'veniU'. It is si};nificnnt, however, that we find in the entire 
book no allusion to the theory of lush license or to the recent 
jn'actice of Atin'rican commonwealths in this res])ect. Mr. 
Wells is such an uncomjJromisinK i)artisan of free trade that 
he cannot afford to accept a ))rinciple which would even in¬ 
directly ju.stify the imiiosition of a i)rolective duty. 

Again, we find among tin' maxims of taxation our familiar 
friend, the reciprocity or ))rotection theory. It is true that 
Mr. IVells writes rather plaintively: “d'his assumption, it is 
believed, has been endors('d anil accepted by every writer of 
repute on economic subjects who has discussed taxation, from 
the tilin' of Montcs(|uieu down to a very recent ])('riod.” In 
the lew lines that. In' devolc's to the “very recent ” doctrine, he 
complains that the antagonism to tin' old theory is wholly due 
to an inadecpiate coinjin'ln'iision of the subji'ct; but, unfortu¬ 
nately, he does not aid us to a more adequati' compreln'iision. 
Of a pieei' with tins is the repetition of his familiar opposition 
to the theory of progri'.ssive taxation. Hi' is somewhat hard- 
pressed, however, to find facts to justify his gloomy iiredictions; 
and, although he does ri'fi'r in passing to the results in the Swiss 
cantons, which “are ri'porti'd to have alri'ady verified the 
prophecies of the European economists,’’ he does not attempt 
to explain how it is that the movi'inent is commending itself 
more and more, not only to tin'se Swiss cantons themselves, 
but to tin' Ihiropeaii economists as well. 

In tlu' discussion of tin' distinction between direct- and in¬ 
direct taxes W(' mei't tiu' venerable error that direct ta.xes 
arc compulsory and indirect taxes are voluntary- a statement* 
the inaccuracy of which has been so ofti'ii and so efi'ectually 
exposc'd as to need no furtlu'r comment lu're. Although Mr. 
Wells tells us (on page 350) that, the I?riti.sh tax system has 
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heon immensely im))rt)V('(l in the past half century, through an 
extensive substitution of <lin'et for indirect taxes, his opposi¬ 
tion to any iuconu^ lax is so strong that on i)age 516 he for¬ 
gets what ho has said before' and a])iiroves Mr. (lladstone’s 
statement as to tine odious character of the impost which 
forms the very basis of the i'lnglish fiscal system and which 
alone rendered i)ossible the change from indirect to din^ct taxa¬ 
tion. 

The last thre(' chapters of the volume arc devoted to a re- 
stat('ment, of the law' of incith'uce and to the Ix'st methods of 
framing a system which will conform to this theory. Our old 
fri('nd, the efiual-dilTusion theory, is again paraded in new and 
shining harness. Tucked away, however, on page .597 is a 
little S('ntcnee, the import of which must hav(; escajM'd the 
notice of even the author himself. lie says: “It is not, how¬ 
ever, contended that, unecpial taxation on comi)etitors of the 
same cla.ss, persons or things, diffust's itself.” A .statesman 
like Mr. Wh'lls, wlio has been dealing with the practical details 
of actual tax syst('nis in ('aeh of the states and b-rrilories of 
this country, ought to h:ive s('en that, when to the inherent 
difTicnlti('s <if making taxes uixh'r .‘iny oiu' gov('rnment. precisely 
equal are a<lded the coni])liealions of numerous competing 
jurisdictions, a theory bast'd upon ('(jnal taxation has a very 
rt'inote relation to actual problems. Even on the supposition 
of equal taxation, liowt'Vt'r, the strength of Mr. Wells’s position 
can be gaugt'd by his answt'r to the que.sl.ion he proposes on 
pag(i .58(1: “Would an income tax on a jx'rson rt'lirt'd from 
business be diffused? ” Th(' rt'ply is: “Yes, if the tax is uniform 
on all persons and on all amounts.” For this st.'itenK'ut the 
very convincing reason is .adduced: “Would anyoiu' pay the 
same price for a r.'ulroad bond which is subjt'ct to an income 
tax, as he would pay for it if it W'as free from taxes? ” It is 
such essential incapacity to grasp a theon'Iical proposition 
that has made Mr. Wells’s n'putalion among scientific thinkers 
rest on otlier grounds than the ability to draw logical conclu¬ 
sions from (h'fmite premise's. 

And yet, with all tlu'se I'vident shortcomings, Mr. Wells’s 
practical inferenci's as to reform in state and local taxation are 
fn harmony, ,so far as tlu'y go, with those of modern invt'sti- 
gators. We say, “so far as tiu'y go,” Ix'cause, for aught that is 
found in the book, there is no such thing as a corporation-tax 
problem, or even an inheritance-tax problem, not to speak of 
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many of the weighty problems of interstate double taxation. 
In respect to tliese, Mr. Wells lias slept the sleep of Rip V.an 
Winkle. To the extent, however, that a large part of the 
problem is now precisely the same as it was thirty yiairs ago, 
the new book of Mr. Wells is both welcome ami timely. Let 
us read it for the good that is in it, and not comiilain iiecause 
it is not ideal. It is given to few writers to be strong in both 
theory and practice. Let us be thankful that in Mr. Wells we 
have a man who is not, like .so many would-be authorities, 
weak in Iwth. 

Note to ilt-h 0(1. Tlio alxive ((Iniiilor deals, as staled on p. .yid, only with 
the p(’riod op to 1!K)(). .Since that dale a number of siKiiillcant additions to 
the litoratun. of putdie finance havi' been made. We inav imailion in (lor- 
inan ; M. v. Ileekel, Lchrhufh tier , 2 vols., 11107-1011; W. 

hoi'A, Tldiiniten, 1017; llie liunttarian, B('la I'Vildos. 

Fimmzwixueimiuift, ,lena, 1020; llie Swiss, .1. Sleie:er. Ikr Fumuzhauxhtdl 
(la- Sclum-iz, 4vots., lieni, lOlli, and Ihe Scandinavian, It. Lindahl, Die. 
(lerechlkjkril ilcr lkxtauriiii<i, Lund, 1010; in french, Ihe 7lh cd. of Leroy- 
Heaulieu, Trailt: de hi xcienn’ (lex yn./Hci.s, lOllli; Ihe olhed. of ,leze, Conr.i 
(le .science dc.x fumnees, 1012, as well as four volumes (101,')-1020) by 
the same auliior on the War Finance's of Fneland, France and Italy and 
the capital levy; Xj.'d.mcl.Tlieime dr I'impii! piw/rc.ssi/, 101(1; and A. Mi- 
cl'elson, Le pmUrmr des finnnrrs pidiUifucs npr'c.s In qiu rrc, Lausanne, 1010 : 
in lijilian, th('2d ed. of (Iraziani, Lstihizuna di ■xct.ciizii dellejluintzey 'rnrin, 
1011; the 3rd ('d. of Nil I i, Srii-nzn ih-llii ftwmzr, Ronn', 1023; Lorini, Scienza 
dethi jinnnze, 1012; Ihe .Ird (‘d.of L. I'.inandi, Ihn-.sd di ,xei.riiz<i delUt Ihuiiizti, 
Torino, 1014; the (lib ed. of h'. Flora, Mnniude d(ila scii-nzn. dellc jinncizej 
Livorno, 1021; R. Murray, Scienzn purn dilhi jinanzn, Florence, 1014; F. 
Arduino, Elenwidi di srirnza di lU-jhmme e diriUo jiminziario, Rre.scia, 1014; 
K. Abate, La dieersijirazione IrihtiUma e. I'inipnsla sul reddilo, IlorRO S. Lor¬ 
enzo, 1018; and .Salvatore Majorano, L'intpashi proijressivii^ Ronu', 1020: in 
Spanish, F. Corlx'llii yVh'rany, Traria economh'a de las ‘inijiueslas^ llarcelona, 
1014; F. liernis, La hacienda rspahahi, Barcelona (1017); R. M. Magarihos, 
Cunlrihuciim iinmohUiaria, Montevideo, 1011; and E. Jarainillo, La 
reforma Irihidaria en Ciilmidiia, n. |)., lObS. 

In (.real. Britain there are (o be signalized: W. Kennedy, Enijllsh Tnxalion, 
16^0-171)1), an Essap an I'oHeij and Opinion, 1013; R,. .lones. The. Nature 
ami First I'rinciplr of Tnxalion, 1014; ,1. A. llob.son, Taxation in Ihe. New 
Stale, 1010; ,1. Stamp, Hritish Incomes and Froprrhj, 1010, 2d ('d,, 1021, 
and The Fundamental I'rinciplrs of Taxatian in the Liiiht of hiatern Develo/i- 
menl, 1021; H. Higgs, The Financial Si/slem of the United Kingdom, Kil l, 
and A Primer of National Finance, 1010; and Sidney Webb, How to pay for 
the IFur, 1016. In the United States we have (o note' Ihe 4th ed. of RIehn’s 
Introduction (1020); H. M. Haig, The Exemption of Imiirovemcnis frmlf 
Taxation in Canada and the. U. S., lOl.'i; and The Taxation of Excess 
Properly inGreat Britain, 1020; .1, H. Hollander, IFar Borrowing, 1010; and 
M. H. Hunter, Outlines of Public Finance, 1021. 



CHAPTER XrX 


AMKHK'AN KIOI’OUT.S ON TAXATrON ' 

Tiik history of otricial attempts to reform the system of 
state and loeal taxation in the rnit(‘(l Stales may he divided 
into several p('riods: tlie early iieriod to 1871); the jjeneration 
from 1870 to tlie elos(‘ of the e<‘ntm'y; th(‘ d(‘ead(‘ from 1900 
to 1910, and th(^ linal period from 1910 to the present. 

1. Tin: Trcliiiiiiiaiii Pcriwl 

DurinR the (sarlier period taxation was liglit and the tax 
methods wer<‘ not ytd. out of touch with industrial conditions. 
The first report to deal with the subject was the th(' New York 
report of 1802.- 'Phis was concenu'd chiefly with the (piestion 
of reitiiposiii)? a direct lax the abolition of whicli in 1820 had 
been inad(^ possible by the success of tlie I'lrie Canal. The 
connnittee, decidinp! that ])ublic works were not a h'sitimatc 
source of revenue, recomnaaided the reim])osition of the direct 
tax. A few years later anotlu'r committee discussed the probhan 
afresh and rendered a report ® which came to the oi)[)osite con¬ 
clusion. In the next decade a Connecticut report ^ took up 
the question of method and recommended the taxation of all 

' In (lie prcKcnt. (ninth) cililion thus <;ha])l('r and its succo.ssers have boon 
null’ll abbreviated, .althimi'h the entries have been niaile more complete. 
Since this chapter orij'inally appeared, a general study, I'xpo.silory rather 
than critical, has been made of this topic, CJ. ,1. \V'. t'ha|iman, ,lr., Stale 
Tax Tainmisxuiiia in the Uiiihil Staten in the ,/o/iii.s Ilnjikiais Unimrsity 
Sliulies, vol. XV (I.S<)7). 

Keyarl af the Cimmiitln- on Finann: on so mack of the (lonraor's Mrstsage 
as relates to the. Finances of Ike Stale ami the Re port of the (Comptroller rcUiline 
to Loans. In Senate \of .Vcm York], February 2Slh, 1 Sit'd, 21) pp. 

’ In As.semhl)/ (of New York). Report of the ConmilleeofWaysawlMean.'i 
on the United States Deposit Fand and on the Recommendations of the Comp¬ 
troller to leeij a Direct Tax, .March 12, ISitti, 37 [>ii. This was reprinted as 
'Report upon the Finances and Internal Impromnenls of the Slate of New 
York, 1.S38, and issued in New York, Itoston, and ottier cities. 

' Report of the Cominitlee appoirded by the (lencral Assembly (of C'onnecti- 
cul) to inquire into the Snbjext of Taxation, New Haven, 1844. 
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property at a uniform rate in lieu of the system of classification 
then in force. S(!ven years later this recommendation was 
succes.sfully rei)eated hy another Connecticut committee.' 

The only other report of th(! decades was that of the (.’harles- 
ton (lommission.^ South (.'arolina, like C’onnecticut, was still 
under the system of classificat.ion, i)r()|)('iiy hc'inii; taxed at 
different rates aecordinjj; as it consisted of r(‘al (‘state, stock in 
trad(>, s(>curitfes, oi- earnings from jirofessions. 'I’he rejMjrt is a 
vigoi'ous plea for the (apial taxation of property, which is 
upheld ill a fi'i'andilcripient lint interesting: pas.saae forminj; one 
of the ('.‘irlie.st defeii.ses of tlie faculty theory: 

“Depeiiilinji; iin Ifie priiieiplc licit the (l(‘({r«> of proUrtion given to 
|)rofK‘r1,y is liu' nie:i,sui'(' of taxation, tin* |ire,senl .yv.stoin ignores the idea 
of till' Iiniinalifieil obligation of the eilizen to llie state and institilte.s a 
reekoning ot lK‘iielits, a halatieing of aeeoiints betw'i'en them, desirnetivo 
ol tlie sentiment of a high, pure, and devoted p.alriolism. 'I'ln* strength 
and beauty and glory of a people, the life and fortunes of the eitizen abide 
in [U'l’b'et obligation to the sl.ali' .tnd in the degtt'e tfi.at, both may be re¬ 
quired for the eommon wadhire, should they be eheerfully aia’orded,” 

In tlie meantime tlie rapid .‘idvance in wealth made the de¬ 
fects of the exisfiiifr system more apparent. The New York 
report of 180.'! '' which is noteworthy also for the collection of 
comparalive material, was the first fo call attenlion to the 
“mass of wetiltli skulking: tiiid hiding from the lax-gatherers.” 
The committi'e could not S(‘e their way, howevt'r, to recommend 
I he listing sysb'in, hut h.ad much to say about e.xemptioiis and 
the taxtdion of moidgages. 'I’hey comptired the New York 
system to the Ifnglish ‘'composed of direct income and excise 
taxation,” which llu'y found too iiitfieale for a young country. 
Two years later ;i t’hiladi'lphia report appiroved the method, 
followed in Peiinsylvtinia, of subjecting securities to a lower 
rate of taxation.' Shortly thereafti'r two state commissions 
of the same commonwi'alth again discussed the problem, ad- 

' Ueporl of the Joint StondiiKj ('ominillce on Finnnce upon the Subject of 
TuxaUon, icith a Hill in Form, Uarifonl, 1851, 59 pp. 

^Tln; Disnbililics of ('iuirlcston for complete cfjnal Taxation, and the In- 
Jlucnci s <f State Taxation on our Frosperiti/. A Iteporl of tin: Conmilfee on 
Waijs and Means made to the ('ittj i'ounnl, (’luirlcston, 1<S57, 60 ])p. 

^Report on the *SV'//c .l.s.s'c.s.vf/fc?// Laics bp the Joint Select Coinmitlce aj^ 
pointed bp the Legislature of Albutiy, 1863, 267 j)p. 

^The Report of the Commissioners appointed under an Ordinance of the 
City of Philiuletphia to revise the Laws relating to Taxation, Philadelphia, 
1865, 27 pp. 
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dressing themselves, however, to minor points,* as did a New 
Jersey report of 1808 which seemed to be helpless in the face 
of poor administrative methods.- In the same year another 
Connecticut commission again recommemh'd, with similar lack 
of success, that a state tax commission be appointed.-'' 

11 . The Period mO-imi 

Th(' real starting point of the movement for reform is to Ixs 
found in tin- well-known iloiible report ' of the New York 
commission in 1871 72, written chiefly by David A. Wells. 
Not only did it. contain a great mass of information as to actual 
facts, but it, gave an account of lh(‘ prrwahmt h'gal conditions, 
which is valuable even to-day. Abovt? all, it attempt(‘d to 
lay down guiding i)iinciples. 'I'lie practical (luestion to which 
the report primarily addressed itself was th<' taxation of 
personal ()ro|)erl.v. It took the i^osition that, in order to tax 
('(piitably, it is not lU'ccssary to tax everything; and it propo.sed 
to rei)lacc the existing tax on personalty by a taxation of 
house rent on the oianiiiier. Signiii(^a,nt also was tln^ recommen¬ 
dation of a permam-nt central authoiity to supervise local 
assessors. Imirortant as was its trr'atnient of practical prob¬ 
lems, the vahu' of the report is somewhat impaired by two 
defects in tlu'ory —the ('spousal of the beiu-lit theory in taxation 
and the defem e of tin' diffusion dodrine of incidence. 

The second important rt'port of this decade is that of Massa¬ 
chusetts •' which took issue with the New York commission 
on these two poiids. Tin? theory of protection is shown to 
be inadc(iuate and untrue; and the doetrim^ of faculty is now 
vigorously defended. The graieral diffusion theory is denied 
and some strong arguments are pn'srmted in opposition. As 
regards the; ((i-atdical (jucstioii, howevc'r, the Massachusetts 

' Reporl (if llir Aiiiiitor (Iciicriil, Sccniiiri/ iif the ConiinommdUh, (iiul Slnte 
TreaKim r, an lh< Tux Lmes (if the State {nj I'annsylmiim), IlarrisburK, 1867. 
—Reiiort of the Stale Tax Caiiiimsisiim, 1808, in I’a. Leiiidatii’e Daeuments of 
ISfiH, pp. 

2 Rcjiort (if llaiiamlije Charlee S. Oyden {anil others) to the Ijei/islature of 
New Jersnj (an Taxation), 'I'rcnton, 1868. 

’ Report of the Sjncial Commission on Taxation, N<'.w Haven, 1868. 

* Report of the Commissioners to renisc the Laws far the Assessment and 
Qiilleclion of Taxes in the Slate of New York, N(av York, 1871, 154 pp.; 
ditto. Second Report, Altainy, 1872, 102 pj). 

'‘Report of the Commissioners appainled to inipiire into the Exi>ediency of 
raising ami amendinij the Laws relatimj to Taxation and Exemption there¬ 
from, Boston, 1875, 177 i>p. 
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commission sought to uphold the existing system, d'hc New 
York commis.sion’s sugg('slion of a partial siihstitiite for the 
persona! property tax in the shape of a tax on rentals, was 
good so far as it went, hut not siiffi(h‘nt, 'I'he Massachusetts 
report dis(!erned this shortcoming; hut because the commi.ssion 
did not s('(^ their way to ex|)and tlie suggestion or to pro[)Ose 
an additional .substitute, they threw over tla^ whole |)lan and 
maintained th(^ adecjuacy of the (‘xisting system. On the 
other hand the Nenv Hanipshire repoi't of 187t),‘ followeil in 
the main lines of the N('w York ret)ort. 

The next decade brought, with it new problems. In addition 
to tlu' taxation of mortgages and of pta'sonal pro))erty in general, 
the public was now beginning t.o consider the relations of local 
to slate revenue, the growing intricacies of interstate taxation, 
and the cort)oi'a,tion tax. The N('w .lei’sey r(')iort of 1880 - and 
the C-oniKH^lieut report of 1881 agreed in n'commending both 
the li.sting system and a .svsf('ni of stale control, 'i’he New 
York commission of the same year ’ marked lh(' beginning of a 
new era by a.llacking the ta.sk I'onfided to llnau of “providing 
revenues for the slate government by a spiaaal tax on corpora¬ 
tions and particular (ias,ses of business, and thereby to limit 
the g('neral taxes to be impos(‘d in the loc.al eommunilics ex¬ 
clusively for the su[)port of local governiiKMits.’’ 'I’he other 
stales were not yet prepared for such a. step, 'rhe New Jersey 
n'port of 1888 contented il.self with recommending some 
improvements in the taxation of railroads, and the West Vir¬ 
ginia commission of 188-1'' seeim'd not to know what to do 
W'ith intangilile property. 'I'he Connect icut commission issued 

‘ Iti jiort of till' hyislitliiri' of Niii’ Iliiiiipshin' of lion, (li'orgr Snwi/cr, 
Chairniiiri of tin’ lloiinl of ('omiiiiiaioiH'r.t to rm'.ir, niitifij and iimcint Ihi: Tax 
Lawn of the Stale and for the Entatili.duneni of an Equal Si/.nlem of Taxation, 
Clonciiril, lS7(i, pj). 

* Re/xirt of the Special Tax Coniniissiaii of the Stale of New jerseg, New 
Brunswick, IHSO, 27 i))). 

■’ Report of the Special Comminninn to inquire into the Candilionn and 
Wm-kingn of the Ta.c Lawn, New Haven, ISSI. 

■* Decinionn, Opinionn and Slalintien eoinpiled tnj the. Tax (’aintninnion with 
their Report, ITeneiiled to the Leginlalire .liiinl Tax ('aininiltec of New Ym'k, 
Albany, I.SSI, 

I* Report of the Special (tonnnitlee of the Iloune of Annenthlg u.n to the Tinrifl 
lion of Railroaihn and other (tori/oralionn in thin Stale, 'I'l'enldii, lS,S:i, 20 pj). 

® Virginia Tax Commission, I’retiminarg Ri'port, Wlieeling, 18.S4, 
4S+vi pp.-t4.5 pp.; Ikes/ Virginia Tax Cnmmi.nnion. For its Pinal Repirrl, 
(1884), 26 pp. 
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dressing themselves, however, to minor points,* as did a New 
Jersey report of 1808 which seemed to be helpless in the face 
of poor administrative methods.- In the same year another 
Connecticut commission again recommemh'd, with similar lack 
of success, that a state tax commission be appointed.-'' 

11 . The Period mO-imi 

Th(' real starting point of the movement for reform is to Ixs 
found in tin- well-known iloiible report ' of the New York 
commission in 1871 72, written chiefly by David A. Wells. 
Not only did it. contain a great mass of information as to actual 
facts, but it, gave an account of lh(‘ prrwahmt h'gal conditions, 
which is valuable even to-day. Abovt? all, it attempt(‘d to 
lay down guiding i)iinciples. 'I'lie practical (luestion to which 
the report primarily addressed itself was th<' taxation of 
personal ()ro|)erl.v. It took the i^osition that, in order to tax 
('(piitably, it is not lU'ccssary to tax everything; and it propo.sed 
to rei)lacc the existing tax on personalty by a taxation of 
house rent on the oianiiiier. Signiii(^a,nt also was tln^ recommen¬ 
dation of a permam-nt central authoiity to supervise local 
assessors. Imirortant as was its trr'atnient of practical prob¬ 
lems, the vahu' of the report is somewhat impaired by two 
defects in tlu'ory —the ('spousal of the beiu-lit theory in taxation 
and the defem e of tin' diffusion dodrine of incidence. 

The second important rt'port of this decade is that of Massa¬ 
chusetts •' which took issue with the New York commission 
on these two poiids. Tin? theory of protection is shown to 
be inadc(iuate and untrue; and the doetrim^ of faculty is now 
vigorously defended. The graieral diffusion theory is denied 
and some strong arguments are pn'srmted in opposition. As 
regards the; ((i-atdical (jucstioii, howevc'r, the Massachusetts 

' Reporl (if llir Aiiiiitor (Iciicriil, Sccniiiri/ iif the ConiinommdUh, (iiul Slnte 
TreaKim r, an lh< Tux Lmes (if the State {nj I'annsylmiim), IlarrisburK, 1867. 
—Reiiort of the Stale Tax Caiiiimsisiim, 1808, in I’a. Leiiidatii’e Daeuments of 
ISfiH, pp. 

2 Rcjiort (if llaiiamlije Charlee S. Oyden {anil others) to the Ijei/islature of 
New Jersnj (an Taxation), 'I'rcnton, 1868. 

’ Report of the Sjncial Commission on Taxation, N<'.w Haven, 1868. 

* Report of the Commissioners to renisc the Laws far the Assessment and 
Qiilleclion of Taxes in the Slate of New York, N(av York, 1871, 154 pp.; 
ditto. Second Report, Altainy, 1872, 102 pj). 

'‘Report of the Commissioners appainled to inipiire into the Exi>ediency of 
raising ami amendinij the Laws relatimj to Taxation and Exemption there¬ 
from, Boston, 1875, 177 i>p. 
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Appended to tho I'c'port is an interostiiif; historical sketch of 

tiixatioti in Maryland. 

Partly as a rcsiill. of the Maryland report, hut chiefly as an 
oufgrowth of (he diseontenl now nianil'esled in other secd.ions 
of the country as w('ll, tax eonnnissiotis multiplied. In 1890 
the Maine eouuuis.sion issued its report ' which contains a 
dijrest of (.he legal provisions (hen in force in the most ini- 
jiortant states on (he listing system, e(|ualiza(ion, the poll tax, 
(he dog tax, and (lu^ taxation of railways, insurance (ompanies 
and savings hanks. 

The commission concluded (hat (he failnir' to reach person¬ 
alty might he overconm hy recpiiring sworn (hdailed inven¬ 
tories. The value of the ideas iiia.y he gauged hy the slatement 
that the single (ax on land \-alues is tlie system which most 
European counl.ries h;ive adojjteil. When the present writer 
wrote to lh(‘ commission for an exidanation, the ausw('r was 
that they had learned this fact fi'oin oite of his own articles! 
Eurdier, in discussiri;': the income (ax (which they reject) 
they repeal, the slaUmrent (hat (o tax pro|ierty and income 
fi'om property is iiilolei’ahle as douhk' taxatioir. The I'eport 
is I'crlrsMued, howevra’, hy some' wise suggestions as to the taxa¬ 
tion of moi'(.gages, culmiirating in the |•('commendation of the 
Massachu.sefts Systran. In I'egard to new ta.xes, the coinmis- 
siuii propose a collateral inher'itarree lax, a tax orr private and 
special acts passed hy the Ir'gislatirr-e, arrd art exterrsion of the 
coipor-at ion taxes. 

Of rrrrtr'c irrr])or(artce is the Perrrtsylvarria corrtrnission of 
1890.'’ d'lrrr majority r'eiror’f, while disr-lairning any attempt 
to chtmge st.ate taxes, [rr'oposed to irrrpnrve the local .system by 
com|)ellirrg evmy person to arrswer' a list of intr'r'r'ogatorir's as 
to his per'sortrd property. Furtht'r'rrror'e, tr-arrsportatiorr com- 
paities wer-e to he rrradrr liahle to locrd hurtlens by a tax orr the 
aver-ago valrrt' per mile of the enlir'e property rmiltiplied by the 
mileage iit the corrrrty. As a. resrtlt larger cities irr which the ter- 
mitrals arc of irrrrneerse vairte would g('t no rnonr reverme (hart lit¬ 
tle villtrgr's. Irr short, (here is scararely a r'ecornrrrenrhrtiorr irr the 
rcirort which rloes rrot contradict thrr trxachirrgs of sound finance. 

acltliliorrs, iitiri irrtlilisliol as Iris wcll-ktiorvrr work iin Taxation in Ammco$i 

Sloli'.s anil Cilics, 1SS8. 

* Report of the Sprdal Tax ('ommimon of Maine, Augusta, 1890, 192 pp. 

2 Report of the Revenue Coniminsion appointed by the . Ijifpistature 
of Riwisylranin, Philadelphia, 18tK), 198 jip. 
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1'hc three minority reports as a cons(Hiuence savagely attacked 
tlic majority. The aiiditor-general proposed that the (;omttion- 
wealth treasuiy shotdtl assume' a further share of the local 
expenses, or that it should rcdiiuiuish to thee countiees more of 
its surplus reveiuu's. Mr. Bolles a[)i)roved of the income-tax 
project to he mentioned in a moment, maintaining that the 
chii'f revemu' of tlu' state should be from railroads, and that 
most of the other sul)jects of taxation should he surrendered 
to the counties. 'I’lie chief contribution consists of the three 
papers by John A. Wright.. H<‘ laid down twelve principles, 
which may be summed up in the dem.and for a general income 
tax. His plan was that the state should tax the net income of 
corporations, the :imomit of sah's of all merchants, and the 
gross incoiiK' of all individuals fi'om trades, proh'ssions and 
occupations. On the other hand, he would have the local 
divisions tax real estate, horses, mules, ()X(*n and vehicles, and 
levy certain lic('nses. 

There an' many striking points in Mr. Wright’s papers. His 
scathing criticism of tin' majority report, his a()|)reciation of 
the injustic(' of the i)roperty tax, his argument that revenue 
and not jn'opc'ity should bo the basis of taxation, his proof 
that an income tax is n'ally less iiuiuisitorial than a property 
tax, his grasp of sonu' of the difficulties of interstate taxation— 
all these put his thri'e papers in the front, raidv of the literature 
on American finance. On the other h.and, whole subjects— 
such as the ((iK'stion of graduated tax.ation, of the distinction 
between permaiU'nt and pi'ecarious incomes, and douWe taxa¬ 
tion—ar(‘ ignored. Furtln'rmorc', there are evidences of im¬ 
mature, or at all events of not sufficiently pem'traf ing, thought,— 
as on the suliject of debt exemptiiai, on incidema' (where the 
diffusion theory is again dished u[)); on the pi'otection theory 
of taxation; and on deduetions from income. But with all its 
faults, his re|)ort is om^ of the b(wt ofheial documents hitherto 
published. 

As a result of the lax-coiimiission report of 1890, a bill was 
introduced in the Beim.sylvania legislature, but met with op¬ 
position sufficient to (h'feat it. It was tlu'reufion proposed by 
one of the senatoi-s that representatives of the different interests 
Be called togetln'r to asca'i tain thi! facts and to report a bill. 
As a conseqiu'uce, twenty-four representatives of agriculture, 
transportation, labor, commerce and manufactures, and tax 
officials met, at Harrisburg cai'ly in 1892. This conference ap- 
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pointed coniniittees to examine the value of the various 
classes of property in the commonwealth; to study the tax 
laws of all the states; and to formulates a statement of prin- 
(siples. The first to i-ender a report was the committee on tax 
laws. This report' is valuahle chiefly for th(‘ fables which 
digest the tax laws of the Union. The <»mmittcc make but 
few recommendations—generally of a s('nsibl(‘ chaiacb'r. They 
maintain that an income tax will not l)e equitably levied by 
locally eh^cted officials, and that a single tax on land values 
will increase the Imrden on the poor. They find lh<‘ best 
fi'atures of the Ik'nnsylvania .sysb'in to be the sej)aration of 
the sources of stale and local taxation. The next to nport 
was the commission on valuation which - attempted to as- 
certaiti actual values by taking the insurance valuations on 
insuralrh; property, and liy making spi'cial investig.ations 
through separate agents. 

Reports on th(> vahialion of railroads, other transportation 
companies, manufadnring coiqioralions and real ('state'' soon 
followed. At th(' contusion of its labors tin; conference sub- 
mitt('d a bill to separates state, ((ounty and local sources of 
rev('nue. The stale taxes on inheritances, on commissions, on 
municipal loans and on certain licenses, as well as the local 
leal estate tax were l('ft unchanged. But the bill Iransfern'd 
certain taxi's and fees from the slate to tlu' counties; and the 
tax on horses and cattle from the counlic's to the minor civil 
divisions. It also changed th(' slate taxes on corporation.s. 
Although the bill finally failed to become law, the conference 

' Report of Ike ('oiiiinilUe oppointed to exoioiiu: the Tax L<(icii of other 
American Stotcii ninl report on Opinion for or oijoinst the, ijoi'erning Principles 
emhrneed therein, 1802, IS pp. 

2 Vahuition, Tnxntion and Exemption in the CommonweaUh of Pennsijl- 
vania. A Report hi/ the ('oinniixsion on Voluation and Taxation, .loseph D. 
Weeks, Cliiiinnan, Ilarrisbiirn, 18!I2, 84 pp. 

■< Valuation ami Taxation of Railroads in, Pennst/lmnia, llarrisImrK, 
1893, 18 ,app. Selling Price, Assissed Valantion and Taxation of Real 
Estate in Pcnnsyleania, (18!)3), 20 p]i.; Minor Reports on Street Railroads, 
Camil Coinpanies and Mortgage Indrhtcdness (ISi)3). Cf. iitsii; The Mies 
Tax Rill, A n A nalysis of its Provisions, liy llie Ohainnan of the Tax Con¬ 
ference, 1893, 1.5 pp.; Effeel of the, /vro/msed Revenue Hill on the State, 
Revenues. By Jixsepli 1). Weeks, Chairman of the Tax Conference, 18itf, 
18 pp.; An Analysis of the Revenue, Hill. By (t Stuart Patlersdii, a mem¬ 
ber of the Tax (.’imfi'reiice, 1895, 23 pp.; S/leech of C. Stuart Patterson on 
the Taxation of Railroads, 1895, 24 pp.; anil M. E. Olsteail, Ritcr Tax Hill, 
1895, 30 pj). 
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was a novel cxperiiuent, based entirely on voluntary ac¬ 
tion, and the work was taken up in the pro|ier spirit. If the 
practical results did not amount to much, it is probably due 
to the weakness of human nature and to the inherent difficulties 
of the task. 

In the meantime a few other commissions wore at work. The 
Oregon re|)ort of 1891 * was insignificant with the exception 
that it proposed the abolition of the morigage-tax law. In 
Boston the situation was so unsatisfactory that two reports 
were issued the tax committee of 1889- recommending an 
inheritance tax and th(! securing of revenue from municipal 
monopolit's, w'hile the commission of 1891 discuss(.'(l the pro)> 
Icms of double taxation and the exemption of personalty.- 
The New .lersey commission haiuhxl in a conlessedly im])crfc(^t 
report, composed largely of extim^ts from previous commissions 
and showing that it had not made much indei)endent study of 
the subject.' 

Passing over the re|)ort of the Iowa commission of 1898 '’ 
which was of little con.sequence, we come to th(' I’epoi't of the 
Delaware; commission which consists of two tjarts." Delaware 
raised its stale; rewemu's from corporation taxes and licemse's, 
but depeneled for its local revenue's upe)ii the' j)e)U tax, the' lax em 
re'al estate', anel em a. fe'w kinds eif tangible' personalty. 'I'he; 
farnu'i's de'sire'd to re'ach all eiwners eef personalty. The; majenily 
report apprejve's eef this de'sire', re'ceenune'nels that intangible 
personalty be taxe'el, tluit a tribunal be' cre'ated fe)r equalizing 
county assessme'ids, anel that the; eeollateral itdieritauce tax be 
reimpose'el. The minority, on the othe'r hanel, obje'ct, le> the 
taxation of intangible frerseenalty. Almost the wherle eef the; 
report is an iibrielgment of the New York reports eef 1871 72 
and of the Maryl.'ind report of 1888, sherwing the; injustice of 
the general property tax. Although the commissioners sym- 

* Report of the Special Senate ('omimilce on Assessment and Taxation, 
Salem, 189!. 10 pp. 

•Boston Executwc Business Association. Report of Speend Committee 
on Taxation, IJuslon, 1SS9, 82 pp. 

^Report of the Special Commission in Taxation, Boston, 1891, 29 pp. 

* Preiiminarji Report of the Commission on Ta.ration made to Corernor 
Abbott, Trenton, 1891, 25 pp. 

^Report of the Revenue Commission of the State of Iowa, Di's Moines, 
1893, 60 pp. 

* Report of the. undersifpicd Members of the Delaware Tax Commission to 
the General Assembly, 2 i):irt.s, Wilmington, 1893, 32 pp., 16 pp. 
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pathize with fli(^ complaint of the Delaware farmer, they 
think that under the present system the taxes are “more 
equally distributed than in any othiT state.” 

More important ai'e the New York repoi'ts of 1893, one ’ by 
the counsel to revise the tax laws, the other - by a joint com¬ 
mittee. Th<i counsel suRKCst lhat the information obtained 
from theii' ri'searches b«> collated for the use of th(^ public for 
further reference'; but in tlu; present report tlu'y jjreh'r simply 
to present their conclusions. I'hey object to the “t)uilding 
occupancy” tax, because; the lca;islaf.ur(; n'fused to adoiit it in 
1872; to the sinp:le tax, as unc(|ual; and to the income tax as 
iiKiuisilorial. d’hey also obj(;ct to any incix'ase in the corpora¬ 
tion tax on th(' u:round tlial. this ouKlit to cai'iy with it an ex¬ 
emption from loc.'d taxation, as in I’ennsylvania—a plan which 
they think unwis('. 'I'liey oppose a lax on corporate bonds for 
various n'a.sons, and object to “loc.al option,” because they 
believe that it simply means taxation of really alone. 

The n'jKirt of the le«;islative commiltee is mon; radical. 
'I'hey a.nrec in op]X)sin}i the income tax and I he principle of 
local option. lint lliey maintain that the taxation of saviuss- 
l)ank deposits is imdesiiablc; tha,l the e(|ualization of taxes 
on personalty would “h'j^.'dize ;i system of offnaal guessing,” 
and only intc'csily the conflict between the local divisions; 
but that a slate l.'ix on mortg.'iges would be acceptable. They 
pi'opose (a'rtaiii changes in the inlieiiliince and corporation 
ta.X(‘s and conmiend the se))aration of state and local revenues. 

We come now to what, is perhaps the liest of tiu' reports of 
this period - that of Ohio.'* Most of the theories advanced 
are in accord with the soimdc'r vk'ws, and evc'rywhere an 
endeavor is made; to conform to the; necessities of practical 
reform. The commission t('ll us that the “tax-inquisitor” law 
produces le.ss than Iw'o pc'r cc'iit of the taxes; while intangible 
property altogether jrays only nine and four-tenths jrer cent of 
the state ta,xes, costing in some of the counties thirty-four 
per cent to collect. They maintain, however, that as the ordy 
just princi[)le of taxation is that of contribution according to 
ability, an effort must be made to reach intangible personalty 

^ Hqml of the Joint ('(mmittee of the. Scnale and Asuenddi/ relative^ 
Taxation for t^Uik. and UkoI Pnrimes, N('w York, 1S03, (>02 pp. 

* Rv}iort of (Counsel to rm.sc the Tax Laws of the folate of New York, Al¬ 
bany, Via pp. 

Report of the Tax Commission of Ohio, Cleveland, 1893, 77 pp. 
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in f^onie other way. In a woll-dovisod system taxation must on 
the whole be proportional (o income or earning.^, and yet the 
direct income ta.x tiny think vii'tiially impo,s.sible as a .state 
tax. lienee tlu^ necessity of Retting at the income indirectly. 
Their solution of the problem may be summed up in a few 
words: taxation of real estate tind taiiRible personalty; an 
inheritance tax, inci-eased and extcauled; a franchise tax on 
the earning ca|iacity of corporations and busine.ss enterprises; 
and the beginnings of a system of business taxes, through a 
tax on ti'iinsfci's of pi'opei'ty, on law irroceedings, etc. Alto¬ 
gether, the report of the Ohio commission is one of the most 
cheering evidences of th(> growth of saner' and more enlightwred 
views ort the subject of taxation. 

The rrext report is that of tlu! Massachuset.ts corrrrnission of 
1894.' Although it coirtains a few good suggr'stions, it discloses 
little acriuaintaircr' with modern views, and is distinctly inferior 
in this H'spect l,o that of the Ohio cotrrrrrission. The final 
recommendation is nothirrg moi'e nor less than thrr introduction 
of the listing system. 'I’his is the .soi'ry orttcoiiK' of a long 
itrrjuiry. On tlu' other hand, the commission oppose the single¬ 
tax theory and advocate .a gradirated inheritance tax. This was 
forttrnately the only propo.sal srtb,se(|uently enacted into law. 
Three years later another' Massachii.^ett.s commission made 
a I'epoi't. whir'll was a distinct improvement." Like the Mary¬ 
land I'eport of bSSiS, it. shows the advantages of having a trained 
economist on the commission; for in this ease Professor 'Laussig 
was doubtless largely r'r'sponsible for the well-considei'ed series 
of recommendations. The report is divided into three jrarts. 
The first gives an accorrirt of the existing tax laws. 1’he srreond 
which describes the actrral workings of the system, discusses, 
among other ([uestions, tliat of the taxation of mortgages. 
The commission declare themselves satisfied with the situa¬ 
tion. In the discussion of the tax on personal property they 
show that the classes most regularly and unfailingly taxed are 
live stock in the farming towns and ships and ve.ssels. As re¬ 
gards the farming towns, the commi.ssion conclude that the 
method of taxing both real estate and tangible personalty 

A Full Ri’imrl of the Joint Special Commiltce on Taxation, Boston, l.S!)4, 

10!) pp. 

“ Iteparl of the Conimiseion appointed to inquire into the Expedirnri/ of 
revising ami amending the Laws of the (toininonwcallh (of Massachusetts) 
relating to Taxation, Boston, 1807, viii., 322 pp. 
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proba\)\y works better than would a method of taxiup; realty 
alone, 'the eomniission also defend the tax on stock in trade 
as irivinp; some clew to relative tax-jcayinp; abilities. Eurther- 
more, they look forward to thc^ time, when it may bcc possible 
to exempt maeliinery. 'I'he taxation of intangible pc'rsonalty 
they declare to Ixi in a hiph degree misatistaetory. 'riie third 
part of the report contains the recommendations. The com¬ 
mission propose l.liat all secairities represcaiting intc'rcst in 
property outside of tlu' state' be exempb'd from taxation, rhe 
(question then arisc's as to the substitute'. 1 h(' imxrme tax is 
brushed aside as iiiexpedic'iit. d'he Pennsylvania and Con- 
neeticait mc'thods arc' cliscaissc'cl, but not I’ec'onimencled. In¬ 
stead, the two nc'W taxes suggested are an inheritance' tax, 
and a habitation tax. 

Thc'scc ate the chief points of the' rc'port , which rc'prc'sents an 
earnest effort to grapjcle with the diflicultic's. Although it had 
little sucx'c'ss in siiaping legislation, it is one of the clcxirest and 
strongc'st. papc'i’s prc'sentc'd u]) to that time by any American 
tax commission. 

The intervc'iiing years arc' marked by scvc'n minor reports. 
Tlu'c'C' of thc'se arc' municipal, 'rhe city of (dhat lanooga recom- 
menclc'd a [x'rmanc'ut tax commission.* ( levc'land inacle two 
reports in which Mr. Angc'll, the moving spirit, of the Ohio 
report of ISIM, repeated his arguments against the tax-in- 
cpiisitor law.- 'rhe Nc'w Jc'rsc'y commission made a rc'port on 
railway taxation, in which it recomme-nded a rc'linciuishmcnt of 
the' second-class property ta,x to thee localities.■' Idnally, the 
growing intc'iest manifestc'd in the' snhjc'ct is attested by three 
rc'ports of the' Illinois and the ('onnecticut Buieau of Tabor 
Statistics, dc'votc'd c'ldirc'ly to taxation.' 

Most of tlic' reports lluis far disciissc'd wc're those of I'lasteni 
states. It is significant that toward the eloscc of the century 

' Uciimi of llic ('omildllir of Iho Chnmlu'f of Coiiimarc of (’liullnnooga, 
Temitsxro, on ,1.s.sr.«»ic’«fc mol Toxolioo, ('li;ittiinci(i)?a, ISU.'i, l)|i. _ 

Till- ('Imiiind ('iKiiiilicr of ('oiiiincirc, Tii.r<ilio>i, Hr port of Sjiccial ( om- 
wiUrc, ISil.'), 22 PI).; Taxalion. Rxpml of Siieciat (ViweHcWcc, ( Icvcland, 

KeiJrl of the (’ominimori l.o imieoligolir Ihr xiihject of Toxolion, Trenton, 

1807, KiO p|). , . . , ,,,. . 

C Eiiihlh Birimiul RepoH of the liimvu of Lolior StiiHdics of lllincm, 
Snrindielcl, 1801, 2(1 cd., 1S9G; Twelfth AiiiikoI Report of the ISureau of 
Labor Slotidieo of the .State of ConnectieuI, Mccriden, 180(i; Ninth IhmnKil 
Repml of the Rtimau of Labor Statistics of Illinois. Subject, Franchises and 
Taxation, Springtic'ld, 1807. 
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the discontent now spread to certain parts of the West and of 
the South. The Wiscon.sin commission ' apolopiizo for their 
unsatisfactory conclusions, on the Kionnd tlial the time and 
the means at tlu'ir disposal wci'c insuffi<'ient to ('nat)l(^ them 
to elaborate any general plan of I'cvision. Tin; repoi't (contains 
a good account of the origin and growth of the tax system, an 
analysis and erifieism of pre.“('nt mclhods, and some sensible 
remarks as to wide-n'aehing reforms. Tor the first time in 
any of llu^ Wf'stern states th? commission express doubt, as to 
the wisdom of tin- gcmeral pro))erty tax. Yet they shrink from 
recommending any I'adie.al ehang('s, for the' reason that, “the 
great majority of the ])eople are still .so mm^h attached to the 
genei'al i)roperl.y .system that suggestions or discussions of 
radical changes would not be acted uiHin or considered.” 

This eonehision is quoti'd in the report of tile dVxas com¬ 
mission,- which a|)peared a few months later. The d'exas 
comniLssion was by no means so able or so well acquainted with 
the literature of the subji'Ct as that of Wisconsin, and its ac¬ 
tivity was limited by tlu' provisions of the act which made it 
its duty, “to frame a bill or bills eatcuhded to secure an ex¬ 
haustive and equitable as.sessment of every species of propi'rty.” 
As a eonseiiuenee, the rejiort only slightly considers any changes 
which would impair the principle of the general property tax. 
The commission search in vain for a.ny changes in the (‘xisting 
method which hold forth prospi'Ct of success. On thi' other 
hand the report of tlu‘ Georgia commission of the sanu' year 
was so radical that it. failed of consideration liy th(‘ legislature 
and so voluminous that it never saw the light in printed form. 

The joird committee of New York after considering al¬ 
ternative iiropositions for an inci'i'asi' of much needed revenue, 
finally l■ecommend('d a tax on moi'tgagi's. They proposed to 
abolish the law which provideil for the taxation of mortgages 
as a part of pm-sonal iiroperty both for state and for local pur¬ 
poses, and to substitute a tax of one-half of one p('r cent, to be 
levied only for state purposes. It was estimated that this 
would yield about .110,000,000. The jiroiiosition gave rise 

‘ Ri'ixni, Ilf the Wismnsin S/nIe Tux Coiiimisidmi, 1.S!I.S, Madison, 1898.— 
270 pp. 

I ^ Rqiort of the. Tax Cnmiiiissiim minted by Act of March /, IS!)!), to in- 
qxdrc into the Systim of Lairs and l{(:!)ulatinvs nmr in Force affecting the 
raisiiaj of Public lienniie, etc., Austin, 1899.—108 pp, 

’ Report to the Jjegisliilurc of New York by the Joint Com mittee on Taxation, 
.Innuary 15, 1900.—20 pp. 
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to a hoatcd dchatc. 'Ptio urdtitf'llisi'iit advocates, who b(.>li(;v<^ 
tliat. a tax will always rest at the point- of oiigiiial impact, sup¬ 
ported the (iroposition on (he geiu'ral ttamry of hilting the 
wealthy who now escape. The uididelliffeiit opponents sought 
to show that it- would be a burden on the poor man, because 
he puts liis accumulations in the savings banks which an; vir¬ 
tually limited in (heir investments to mortgiiges on New York 
realty. The l■eal-estat(; brokei's althotigh divide(l believed that 
the new tax would interfere with their business and there¬ 
fore joined the o])position. In tlu; end the bill failed of passage. 

'I'he problem of mortgage taxation was also made the subject 
of a Vennont rcirort in the; .sameyear.' 'I'he coimnittee, after con- 
.sid(a-ing the subject from every point of view recommended 
that nioit-gagc's beai’ing a rate of intenxst not (>xce(‘ding 4)-^% 
should b(^ exempted from taxation. Any possible decrease in 
revenue would, in their opinion, be more than compensated by a 
slight increase in the corporation taxes. 

This concludes the reports of the pcu’iod. Everywhere, it 
hiis been seen, the inadeciuacy of tin' g('neral pro[)crty tax was 
b(‘ing realized: but a way out of the dilliculties wa,s not yet 
(dearly perceived. It was resraved for the next period to throw 
sc-'iK' r('a.l light on the lo[)ic and to pi’e|)are th(( way for construc¬ 
tive recommendations. 

III. Thr Period 1901-1910 

Wo have thus far consid('red the reports of (ax comml.ssions 
U|) to 1900. In the new century wo (iud not only a great in- 
(U’casi' in the activity of such special commissions, but also the 
aijpoaraiKX' of periodical rejrorts by p(>rmanent tax commissions. 
'I'hese, it is t-ruc, were not (mtirely abs(>nt from the early history 
of state finance. Massachusetts had creati'd the office of State 
Tax Commissioner in 1865, Maryland in 1878, and Vermont 
in 1882,—all of them designed primarily to assess cei'tain (;or- 
l)ora(ion (axes. In 1891 New ,l('r.s('v initiated a State Board 
of 'I'axation and Indiana a Slate Board of Tax Commissioners, 
each of whicdi w'as invested with more important duties than 
th(‘ ordinary boards of e(|ualization; and in 1896 New' York 
followed with a similar Stat-e Board. All of these officials ()}• 
boards published annual reports whi(di were largely formal in 

' Double Teixalion in Vcrmonl. Reporl of the SiktM Committee apjmnled 
to report a Measure for its Relief to the Legislature of 1900, Burlington, 1900.— 
44 pp. 
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ohjiractcr. With I ho hojiitiiiiiig of tho now oontury, however, 
we note tho (tovolopinont of ponnanent coimnissions with much 
broader iiowers, and in whoso aTimial or biennial reports we 
now find the (ax probit'ins discussed from a wider outlook. The 
first rei)oi't was tliat of Wisconsin in 1!K)(), followed by that 
of Micliigan in 1001. F>y 1010 nim^ such commissions were 
in existeno(' and duriiifr (he next, (‘levcn years twenty-live more 
states •followed.' On the o(her hand, the .Idaho cotnmi.ssion 
was abolished in lOl.h the Florida commission in 1018, and 
the Wyominij commissioner in 1010. 

In mosi, cases (hey were called simply the State d’ax Com¬ 
mission. In !i few slates they were known by other nam(*s: 
in thi’e(!they w('r(' called (he State Hoard of Tax Commis¬ 
sioners or Hoard of State 'Fax Commissioners; in seven ■'* State 
Tax Commissioner; in one ' (he State Hoard of Taxes and 
Assessments; in one ’ Commissioner of Corporations and 
Taxation; in one" Hoard of Stal,e Asses.sors; and in one" the 
State School Tax Commissioner. 

Of these jiermanent tax commissions, the AVisconsin and 
thee Minnesota reports have been easily (he most important. 
Worthy of note also have been those of W.'lshinffton, West 
Virginia and Michigan, and, in more recemt years, tho.se of 
Connecticut, Rhode Island and New York. We may, however, 
omit any further treatincjit of (his phasi; of the subject as it has 
now been fully iliscusscd in a recent publication." 

‘Wo append a lisi, of stales with ponnanent ooininissions with the 
date of appt'aranoo of tlio first report: ItMtO, Wisconsin; 190J, Michigan; 
1902, ('onnecticnt, North Carolina; IDOO, West Virginia, Washington, 
Texas; 1907, Alabama; 190K, Minnesota; 190!), Ixansas; 1910, Ohio, Wy¬ 
oming; l!)ll, New Hampshire, Oregon; 1!)12, Arizona, Arkansas, Colorado, 
North Dakota, Hbode Island; 1911, Florirla, Ceorgia, Idaho, Montana, 
Nevada, South Dakota; 1915, Maryland, New Jersey, South Carolina; 
1916, Now Alexico, Ntwv York, Mississippi; 1918, Kentucky, Missouri; 
1920, Massacusetts; 1921, Delaware. 

2 Indiana, Michigan, and Rhode Island. 

2 Onniieeticut, Ceorgia, Montana, North Dakota (since 1919), Texas, 
Washington (since 1917) and West Virginia. 

‘‘New Jersey. 

® Massaehusetts. 

® Vermont. 

* ^ Delaware. S(» eallotl beeaiise the proe(’e<ls of new personal inconuA 
tax and general corporation tax arc to be dcvoteil to school purpose.s. 

Harhw L. Jailz, The Stnlv Tox (JomnussioH. A Study of the Develop- 
vient and IteauUn of Slate (Umirol over Ike Assessnaynt of Property for Taxa¬ 
tion, (’ambridge, 1918.—671 pp. 
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Before wo take up the special eotnniissioii I’oports of this 
period, it will he well to devote a word to the pixKwdings of an 
unofficial convt'iition, which did its sliai'e in helping to arouse 
general interest in th(' subject. We I’efer to tlu^ National 
(ionferentie on Taxation at Buffalo,* Tin' conference was 
attended not only by students of th(‘ problem, but by men en¬ 
gaged in the admini.stralion of the revcmue laws, as well as by 
r('presenfalives of the important interests subject to laxation. 
As a eonse(|uence, the pa|)ers were varied and int('i’('sting; and 
the |)roceedings wt'O' enlivened by a,n active discussion. Papt'i’s 
on general topics w('re i-ead by such men as Senalois (iarlield of 
(Jhio and Buckliu of Colorado, Mr, .ludson of Missouri, Mr. 
Seward and Mr. Purdy of N(‘w York, and .Judg(^ Howard of 
Indiana. 'I'he !i.ca.demic eh'iueut was reprr'senled by Prol'e.ssor 
Henry C. Adams, Dr. Max West, Dr. It. 11. Whitten, Profe.ssor 
Bemis, the author of this volunu', and others. Tin; baidcers 
were n'lireseutcd by Hon. S. Pairchild; the railw lys, by 
Mr. Davies and Mr, Hines; the iusui'ance companies, by Mr. 
Hoffman and i\lr. Fryer; and the farmers, by Mr. Creasy of 
tin; Pi'imsylvauia Stale (Irauge. 'I'lie eoutereuce adopted 
n'solufions in favor of the avoidanc(‘ of double taxation and 
lookiiig to co-operation among the slates. Provision was also 
m.'ide for tin' .appointment of an e.xecutivc' committee, to whom 
should be intrusted tin; arrangiauents for the development of a 
Ix'i'inaiK'iit organiz.at ion. 

The first fax eommissions to report in the new century were 
those of Colorado and Ivans,a,s. Senator Buckliu was respon.si- 
ble for the (k)lorado n'port, which allriicled attention because 
of its advoc.acy of the taxation of laud values.- The commission 
o])po.sed the inhej'itauce tax and had practically nothing to 
.say of the corpor.ation tax. But to the extent th.at they recom¬ 
mended a constitutional amendment,I'elaxiug the rigid provisions 
on ta.xation, they secured the supiiort even of those who were not 
prepared to go to the length of accepting their (ailire plan. 

At th(' Buffalo (;onfer(;nce the officials of Indiana advanced 
the claim that iJieii- syslaau was f.ar superior to that in the 
other stab's. The Kansas commission ' were so much im- 

* Nalional Conference on Toxfition, umkr the ausiiyicvs of the National 
Civic Federolion. Held at liiiffah, New York^ Muy!JSa/id24f ItfOt. —185 pp. 

'^Report of the Rcveniw Coinniisvion of (^ohrado, DiHivitr, 11)01.—02 pp. 

5 Report and Bill of the Kansas Btate Tax Commissioii, Tojicka, 1901. 
—113 pp. 
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was abolished in lOl.h the Florida commission in 1018, and 
the Wyominij commissioner in 1010. 

In mosi, cases (hey were called simply the State d’ax Com¬ 
mission. In !i few slates they were known by other nam(*s: 
in thi’e(!they w('r(' called (he State Hoard of Tax Commis¬ 
sioners or Hoard of State 'Fax Commissioners; in seven ■'* State 
Tax Commissioner; in one ' (he State Hoard of Taxes and 
Assessments; in one ’ Commissioner of Corporations and 
Taxation; in one" Hoard of Stal,e Asses.sors; and in one" the 
State School Tax Commissioner. 

Of these jiermanent tax commissions, the AVisconsin and 
thee Minnesota reports have been easily (he most important. 
Worthy of note also have been those of W.'lshinffton, West 
Virginia and Michigan, and, in more recemt years, tho.se of 
Connecticut, Rhode Island and New York. We may, however, 
omit any further treatincjit of (his phasi; of the subject as it has 
now been fully iliscusscd in a recent publication." 

‘Wo append a lisi, of stales with ponnanent ooininissions with the 
date of appt'aranoo of tlio first report: ItMtO, Wisconsin; 190J, Michigan; 
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worse confounded.” 1'heir recoinmendution is a half-hearted 
proposal of the listing system. They suggest, however, the 
separation of state and lo(.'al revenues and have something to 
say about an iidieritance fiix. 'J'he one striking proposal in the 
repoi't is the suggestion of an income ta.x. 

The Missouri report ' is a modest one. The commission 
hold that the defects of the; gcuiei’.al property tax may he cor¬ 
rected by nniuiring the as.s(>s.siir to put into separate columns 
actual and taxable values. If, howeva'r, this do(w not accom¬ 
plish the residts antici|)al.ed, “it I'crtaiidy can be no worse in 
practice than the syshun now in vogue.” The existing .system 
is so bad, we a.i'(' told, that any att.enii)|. to present statistics 
on the suhjwt would be u.sehcss. Mis.souri, also, it is clear, had 
not (|uit(! reached tlu- point where it was ready to face the real 
dilliculties of tlie |)rohlem. 

The report of the N(‘w ,Iersey coinmis,sion - of 190.') deals 
almost ('Xclusively with railw.ays. 'I'luw recomnu'iid that the 
I'ate on the main-stem properly bi' increas(‘d and tinit the 
second-class property, .although still asst'ssial by the state 
board, be taxed at the full local rale for the Ixmelit of the lo- 
c.alities. Their n'connm'inlaJion was adoptcxl by the so-called 
Dnflield act of 190.'). Hut. this did not satisfy public opinion, 
and in lOOti tiu' sysOmi was again changed in sev('ral respects.’’ 

I'he conditions in (Ontario, ('anada, wei'e .so similar to those 
obtaining in our states that the pi'obicms of (ax.alion were 
closely analogous. 'I'he commission ap|)ointed to consider the 
railroad taxation accoi’diiigly mad(‘ .a, study of the situation in 
the United States. 'I'lie report (which, it is understood, was 
written by Profe.ssor Short) is an able present.ation of the 
subject, giving a survey of the various systems employed and 
concluding that the best method is to tax railroad.s on gro,s,s 
receif)ts. 

The Oregon report.devoted its attention to the plan whereby 

’ IRjmrl (ij the Staff 'I'a.v of Mimmri, IttOS, .Jcffcr.son City. 

—it") |i|>- 

■- Rfjiort of the (^oiiDniSfiotors aopointol to ioirfttt/atf Ihr Stibjffl of Taxa¬ 
tion in New Ji rsfij. Trenton, UK),').—170 i)p, 

’ Of. supra, p. 174. 

'Report of the Ontario Commission on Ratlwun Taxation, tttOii. 'I’oront*), 
lOO.'i. -210 |)ii. 

^ Rfitort of the Board of ('ominissioners appointed nnder the Prorisions of 
chapter 90, law of 190i>,fnrthe purpose of examiniinj and reporting on Matters 
of Assessment and Taxation. Sulcin, 1000.—.'132 pp. 
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state expenditures were to be defrayed by contributions im¬ 
posed upon the countk« in proportion to local expenditures 
instead of local valuatioiis. . This project was, indeed, not 
carried out, for reasons that have been mentioned elsewhere.’ 
The commission coucludii that it is imi)ossiblo to reach per¬ 
sonalty by the present method of taxation and suggest that 
personalty should be reached by a system of state taxes on 
corporations. 

•The California c()mmi.s.sion was fortunate in securing as 
seci'etary Professor Pl(hn, who is descril)ed in tin- i-eport as 
an “expert on taxation and public Unainax” This resulted in 
a report which is one of the best proportioned docunumts that 
have y(;t emanated frojn any of our states. The commis.sion 
issued a lU'eliminary n^port" submitting its tentative rec¬ 
ommendations to criticism. 'Phe final rc^port '* coutaius .some 
not unimportant alterations, and shows the inequalities in the 
assessment of real eslat(^ and the failure to reach personalty. 
The commission think that the first si(‘p in nd'orm is to bring 
about a sepai'ation of the sources which they jjroposc! to ac¬ 
complish by securing the slate r(!V(mue from faxes on corpora¬ 
tions. They take up in turn the vaiious dasscss of corj)orations 
and discuss the principles involved in the taxation of each 
class. In fact the repoi't may be desdared to be a treatise on 
the taxation of corporations. 'I'hey suggest, as to railways, 
the tax on gross (‘arnings in preference to the Michigan-Wis- 
cousin ad milorcm. plan. When the constitutional amendment 
suggested by th(i commission was ilefeated in 1!)08 they pro- 
(icedfid to prepare a new amendment, providing for a complete 
separation of state and local revenues, the state revenues to 
be derived from taxes on the gross nxadirts of corporations, 
together with taxes on banks, and franchises in general. They 
again called attention to the defects of thi; general property 
l.ax, l.he real meauiug of seiiaration, and the objects of the new 
s(dienie.’ The coTiimission made out so good a case that tlui 
amendment was adopted in 1910.'’ 

’ CJ. supra, p. 303. 

^ Preliminanj Report of the Commission on Revenue and Taxation of the 
Stale of California, Auyiisl, 1901). Suoraimmto, 1900.—71 pp. 

4.'* Report of the Commission on Revenue, and Taxation of the State of Cali- 
fornia, 1909. Sucrunu'nto, 19CH>.—290 pp. 

* Report of the Commission on Revenue and Taxation. Sacramento, 1910. 
-77 pp. 

^Cf. supra, p. 372. 
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The Missouri eotnmission * were a unit in agteeing that the 
first step in tax reform is a separation of tlie sources. They 
tiicrefore discussed this projrosition only, showing its ad¬ 
vantages and recommending the adoption of a constitutional 
amendment to I'endcr such a .sepai'ation possihhi. In a(a;ordanee 
with this recommendation, a hill proposing a constilutional 
amendment, which providcid foi- the iiossihility of local option 
in taxation, was introduced into the legislature, and was sub- 
seqiKuitly emnded info law. 

The Mass;ichus(d.ts committee" apart from two hried pas¬ 
sages, in which they sugg(!st tlu; hroadening of the collateral 
into a diriHd. inheritance fax and flu; imposition of a tax on the 
tran.sfer of stocks, devote theii' rejiort to the. taxation of cor¬ 
porations. In the treatment of this subject the committee 
must he regarded as a continuation of IIk; (a)mmiitee on cor¬ 
poration laws of lt)l)2. The report of that committee led to 
the law of 1903, whicli split the, (a)ri)oration tax into three 
parts, deiding W'paralely will) street railways com|)ani(‘s, other 
public-service corporations, and commercial and manufacturing 
corporations in general. The system of taxing the "corporate 
excess,” as it was calleil, laid given ri.so to much discontent. 
The new committee content tlxanselves with minor sugge.stions 
for the reason that in their opinion “the method now in opera¬ 
tion in iM.a.ssacliusells in supi'rior to the methods in operation 
in the larg)‘.s| and most progre.ssive of tlie other states.” Two 
minority reports, one on the taxation of intangil)le personalty, 
the otlier on tlie general tiix sy.stcm, dissent from those con¬ 
clusions. 

d'he rei)ort of the New York tax commis,sion ® of which the 
writer was a nuanber, siu'ks to attack fundamental problems. 
New York had liy this tinx' alnuisl, I't'ached the separation of 
state and local revenues. The first series of que.stions discussed 
in the rc'port pertain to the state I'evcmie. While two of the 
state taxes—those on inheritances and on corporations—existed 
in a few other commonwealths. New York possessed other 

‘<S’/«rwt Messai/c of Goeia'nor Joscjih If. Folk, concendiig Roform in 
Tdxalinri, iiwliidiiig ii Rtjmrl of the Taj: ('omiiiission, January 17, 1907. 
JelTerson (Ty, 1907.—11 pp. 

^ Rcyort of the Joint Special CommiUa: on Taxation, apixrinleJ In coiS 
aider the. Ejyiedienry of LcguloHon in aineniliiwnt of or in addition to the. 
(lenernl Law.a relating to Taxation, January, I9i>7. llostox, 1!I07.—Pl)> pp. 

’ Reynti of the Syecial Tax Commmion of the State, of Neu' York, trans¬ 
mitted to the Legislature, January IB, 1907. Albany, 1907. —ISt) pp. 
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luxes of impoitiiiire like the li<iuoi'-lieeiiso, the mortgage-re¬ 
cording tux, und the stock-fxchaoge tux. 'Fhe stoc^k-t'xchungo 
tux is dis(Uissed in tlu' light of u proposition to exieiid it to 
produce and other exclianges. 'I'lie fullest treutUKUit is ac¬ 
corded to IIh; inheritanc(' lux. Idle coinniission recommend 
tlie udoplion of a. .sysleni of gruduiition witli rules considcruhly 
higlier than exist anywlici'e else. Tlu' Ihrce fundumentul prob¬ 
lems are declared to be tbe relation of state und national 
taxation: the relalioiis of slab; and local taxation; und the 
reform of local laxalion. .4s regui'ds the first point, the com¬ 
mission discu.ss the situation in the light of the uttcu'unccs of 
Presidi'iit Koos(^velt, recommending national income und in- 
hcrilance ta.xes. Opposilion is shown to the suggestion of a 
federal inheritance tax on lln^ ground that it would deprive 
the slates of oiu^ of lln^ chi('f means of securing tax reform. 
Attention is also called to lln; growing evils of doiibk' taxation 
arising from inlerslate compliculions. Idie commission rec¬ 
ommend the creation of a. permanent body to deal with such 
problems. 

When IIk'v approach the relation of .state and local revenues 
the commission distinguish between llu^ s('i)ara.lion of source 
and the division of yield,' suggesting that tlu' state levy 
high taxes on .s|)('cial kinds of prop(a-|y or business und turn 
over sonu^ of the surplus to the localities. The final jmint to 
which the commis.sion addres.s('d themselves was the reform of 
local taxation. Here th(> commi.ssion were unable to agree, 
although tlnw did unite in a scathing arraignment of the 
present system. A supplemeTilary report recannnu'nds a 
more rigorous enforcement of the existing law. A secamd 
supplementary 7'eport proposes an income tax; while the 
third argues against both of tin' preceding suggestions and 
recommends the adoption of a local-option .scluane in order to 
replace the personal pi’operty lax by a gradual ('d habitat ion tax. 

In the following year I'.IDX no le.ss tban six reports appeared. 
The hi’st was that of Massachus(dls.'-’ 'I’ln^ repoi'l. of the 
committee of l!)l)7'' had bca'ii so inad(?(|ua|.e that the new 
commission was given a broad scope. After discussing 

< ' Cf. sninii, |i. iJCi.'i. 

’ Itvporl nj the Commiesion on Tiixnlioii to inmxti(jule the Siihject of Tam- 
lionamt tneiMlifii, rerieeand amend the Laiee relotiny thereto. Boston, 1908. 
—234 pp. 

® Cf. supra, p. 615. 
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some questions coiiiiecfeil with the distribulion of the corpom- 
lion tux, the commission ileal with the pei'sonal property tax. 
Statistics are preseiiieil to sliow tlie hi'eakdown of tliis system 
in Mas.sachu.setl s and elsewliere. The proposed reini'dy is the 
adoption of the Haltiinore plan of taxini; secnrities at a low flat 
rate. Accordingly 1 hey reeoininend a conslilnlional amendment 
to permit classification, and also nr,ye an increa.se in the powers 
of the state tax commissioner over local assessors. 

The Ohio commi.s.sion ' present an onfline of the existing 
s,ystein, including the Nichols, thi' Willis, and thi' Cole laws 
applying to corporations, Th(> chief ine(|U.-dities which they 
discuss are fhose among owners of real esiale; among owners of 
jjer.sonal projKat.v; hi'tweim individuals and corporations; and 
among corpoi’ations. Their jn'incipal I'ccomnienilafions are a 
conslilutional amendmi'iit to permil classification; the es- 
tahlishmenl of a state tax lioaid: a mori' frequent a[)prai,se- 
metd, ot real esiale; Ihi' sepai'ation of slate and local revenues; 
and pulilicity in taxation. A few years later some of their 
recommendations wei'e ado|)t('d. A slate lax commission was 
established, the decennial ri'al estate asse.ssmeid' was changed 
to a (|iiadreimial assessment, and pi'ovision was made for 
sending lo each taxiiaver a printi'd copy of the real estate roll. 

Shortly tliereafter followed the I’l'port of the Louisiana com¬ 
mittee.- They were forced, we are told, lo I he conclusion that 
“a general propi'rly lax sysliMii, based on a constitutional re- 
quiri'inent. of e(|ualit,v and nniformily, is vicious and leads to 
the grossest inecpialilies and injustice.'’ 'I'hey th('r('fore recom¬ 
mend a constitutional anK'iulment lo permit classification; the 
separation of state from local t.axalion, which they consider a 
“fundamental |)rinciple’’; the creation of a pemnanent tax 
commission; the exa'inption of mortgages; the imposition of a 
triK? inheritance tax; the' taxation of salt, sulphur, iietroleum 
and gas miiK's, according to gross product; tin' si'parale assess¬ 
ment of land and iiiqirovements; a corporate franchise tax; and 
a cotton-future stamp tax, l'’inally, tin'y op])ose the existing 
license ta.xc's. Three concurring reports are made by individual 
members; oik' on home rule in taxation; another on the taxation 

' Ht'jttiH of Iht’ Unntyfnrij ('otnnn>tsioii opjintntiii hi/ Ihc (loi'crunr to itt- 
vcxtu/iilc till’ Tax Si/xk'in of Ohio amt nfomintml Inijiroirniiiits llicreiii. 
(.'olunibiis, lOOiS, Tlii.s rcpoi l. .■i.ppcarcd in two V(’r.sions, of (i'i |ip., 
iiicluiling a Icltcr of the (Invcrnnr, ami one of (it pp., willioul (his totter, 

* Rojmrl of till'. Tax Coiiiuiitiia'oii of lAmisiana. baton Itongc, 1110,S.—3ti pp. 



618 


ESSAYf! IN TAXATION 


of iiiorfKagps; and a t liird on t,ho nociossity of flip constitutional 
anipndnipnt. It would Iip dillicnlt (o find in any other rpcpnt 
report so imieli valuable information packed into so littk' cotti- 
pass. 

Toward tin* end of IIk^ year app('ared tlu; n'ports of three 
more New Nufrland stales. The Vermont commission ' besin by 
as.sertinfi:: “undoubtedly there is in the state a vvid('S[)read belief 
that there is sometliiii};: radically wrong with oui' pn'.sent system 
of taxation.” 'riuw declare, however, that any drastic changt^ 
in the system should be attempted only after a more thorough 
investigation. 'I’lieir chief recommendations comprise: a tax 
commission; the separate ap|)raisal of land and l)nildings; the 
abolition of the powia’ to olT.s('t ddits; a direi't inheritance tax; 
the abandonment of the distinct ion in'the treatm<>nt of shares of 
domestic and foreign corporations; and the reduction of the 
savings bank tax. One-half of th(‘ commission also recommend 
the adoption of the Jlaltimon' plan. A minority object to the 
flat-i'ate plan, and recommend a gradual(xl income tax. 

The Maine commission - tell us that listing laws are a failure. 
They consider the (luestion of separation of stale' and local 
revenues, but conclude that., notwithstanding its advantages, 
“to raise all our revenue by taxing franchises would tend to 
extravagant legislation.” d'hey jn'el'er a taxation of corimra- 
tions on the' ad mlurcm basis; and sugge'st an iidiej'itance tax, a 
reduction of the bank tax, and an abolition of the retaliatory 
provisions in the insurance taxes. They welcome' the' aeloptie.ui 
of the Baltimore' plan for the' taxation of mortgages, and warmly 
espouse the ciralion of a pe'rmaneHit tax e'ommission. Finally, 
they pay some' attentiem to the legal problems coniu'cte'el with 
the assessment of wilel lanels and refuse to re'commend a stum[)- 
age tax on timbe'r lands. 

The New Hampshire i-e'port e'onsists of two bulky volunu'.s— 
the report preipe'r anel an appi'iielix, whii'h I'omprise's all the tax 
laws from 1041 totlu'pre'se'iit. '* The' e'ommissieHi point out that 
“virtually im ri'garel whali'ver is paiel to thee law re'quiring 
sworn inventorie's to be' returne'el to the' asse.ssors.” Their 

' I{i‘iiorl of the Commmion on Taxation of the State of Vermont. Monl- 
peiicr, 1008.—11.1 pp. 

^ Rejiorl of the Maine Tax Coimnissiou. Watervillc, 1008.—91 pp. 

’ Ke/xirt of New Ilanipulnre Ta.r ('ommixsion of Concorel, 1008. 

—.'120 pp. Api)endix to Ueixirt of Tax Commmion of 1008. Taxation mNew 
Hampshire. Concord, 1908.—300 pp. 
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language is not always courteous, as when they quote an ex- 
governor of West Virginia as asserting “ that the tax laws of Ohio 
are the most itnl)ocile and jackassical of any in tlu' country.” 
They do not like the Baltimore plan because ‘‘in spite of the 
tem[)tation to bi' honest held out to the citizens of Maryland, a 
good proportion of the intangible irroperty taxes is a figment of 
tin? a.ssessors. If they are to guess at all, it might as well br' for 
the larger rate as for the smaller.” d'hey ir'Coinmeiid the sep¬ 
aration of state and local revc'iiues and the exemption of money 
and credits. Tiny i)ro])OS(> a direct inheritance tax; take ex¬ 
ception to the Massachusetts plan of taxing corporations; and 
suggest a tax t)as(‘d upon a ca[)ilalization of in't income. The 
poll tax, they think, ought to be refoi’iinsl by being made a fixed 
tax instead of Ixung tn'ati'd as a part, of the property tax. 
k'inally, a strong argument is ma.de for a permanent tax com¬ 
mission. A separ.'ite report on railway' taxation is written by 
one of the connnissioin'rs, discussing in detail the various meth¬ 
ods utilized in the United Stab's. 

It will p('rha|)s not be amiss to join to tlu' n'ports of the 
preceding slat('s that of the Hawaii commission.’ The problems 
of Haw.'iii are, of course, very difl'en'iit from those existing on 
the continent, foi- as the cominission point- out, ‘‘industrial life 
H not complic.'i.ted .'is yet; and it. is not, easy to evade taxes on 
personalty nor ditlicult to find the property itself.” 'I'he real 
problems of llaw.'iii are tliosi' of the ri'al estate tax, of the ‘‘wi- 
terpri.se-for-profit” tax, and of tin' inconn' tax. The com¬ 
mission reconiiin'iid an asses-snu'iit. of real ('state for three yeare; 
and the abolition of the eight-yi'ai' r('ntal sysb'in, whereby the 
s('lling vahu' of houses is estimaf('d at ('ight times their ardual 
rental value. On the other hand, tln'.v do not recommend the 
abolition of the tax on growing crops, nor of the ('uterprise-for- 
profits tax. .Finally, the commission suggest certain amend¬ 
ments in the inheritance tax and upliold the poll tax. The re¬ 
port is interi'sting as showing the influence of economic envi¬ 
ronment upon fiscal systems. 

In 1909, we find thn'e rr'ports. 'I'he Delaware commission - 
call attention to the fact that the state has a system of separa¬ 
tion in force. But the dissatisfaction is still pronounced. In the 

» 

' Ri'imrt of the Tnx (Jommiasion to the (Somnnr of Uawaii, Junrf 30, 1008. 
Honolulu, UlOS. -87 pp. 

’ Rriiorl if Aliile l{<Tcnue and Taxaliim Coiiimi.itiioii of the Joint Assembly 
of the State of Delaware, January 5, 1900. Dover.—83 pp. 
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first, place, the state tiusiness and occupation taxes are entirely 
too crude. The coinniission suggest in their .stead the Ontario 
business !issessments. Tliey also recommend an inheritance 
tax, an incr('iis(^ of the license' tax, and the securing of revenue 
from the oyster beds. In theoiy they believe the fairest tax 
woidd be that upon incomes but are dubious about its prac¬ 
ticability. Finally, llx'y propose the creation of a permanent 
tax board. A .series of appendices gives !i history of taxation in 
Delaware and a survey of the existing laws. In their final 
report, of the next, yeai-' they content themselves with repeating 
most of their |)revious recommendations. 

The Kentucky commission - was divide<l into two groups: the 
Advisory Commission, to make recommendations, and th(‘ 
Tax (Commission, to frame legislation. The commission as a 
whole reported that the Kentui'ky .system is inade(|uate for 
four rea.sons: ‘'First, it does not pi'oduce sullicieiit revenue; 
second, it, places an undue portion of the public burden on some 
classes of propei'ty; third, it has resiilleil in driving and keep¬ 
ing from the stale .a large amount of capital; fourth, it produces 
evasion, dishonesty ;nid perjury, encourages contempt for the 
law and lowei's the moial standard of our people.” 'Fhe recom- 
mendalions are a const it iitiona.l .anu'iidment permitting elas.si- 
fication; a permanent tax commission with large powers; and 
the separation of stale ;md local revenues. 

On a preceding page ^ we called attention to the report of 
the i\la.s.sachusetts commission of IDOS. 'riie Supreme Court 
was asked whether the pi-oposi-d three-mill tax would be eon- 
stitution.al; and when they reported in the negative, the Ceneral 
Court agreed to a constitutional amendment to permit such 
classification, 'rhereupon a s[)eciid commission was appointed 
to consider the question and the arguments on either side were 
.summed up by Professor Pullock ' and Mr. Mat.t.hews.'’ After 

‘ Report of the Ddiiimrc Stole Ren niic iiiiil Toxotimi Commmitm. Din er, 
1010.—lit p|). 

^ Tfu Rniuon, Slate of KcDliiekip Tux, ('ummixsion, Advisory Commission. 
Friuikforl, lOOtl. —to pii. 

^ Supra, |). (illi. 

^ Arynment in Favor of the Proposed ('onstitalioniU Ainnidmcid. pcnHilliii,g 
tin General Court to elassify Property for the Purposes of Taxation. By 
(thavle.s J. Butlnek for I lie Taxalion Conmiillee, Bosloii Cluunber of Com- 
iiieroe, Octolier 2(i, 1000.—.'iS |i|). 

‘ T’/if Proposed Amendment for the Stale' Cotislitidion. Argument of the 
Remonstrants. By Natlian Matthews, Boston, 1001). 
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an examination of the arguments adduced by Professor Bullock 
and his assocaates the commission conclude against the proposi¬ 
tion.' They contend that “whatever the' shortcomings of the 
present system may be, the evils likely (o b(> produced by the 
proposed remedy would be lar worse.” 'J'hes(^ objeclions they 
sum U[) as follows: first, the three-mill tax would cause economic 
disturbance by unsettling values and encouraging cajiital to 
seek foreign investnu'nt; second, it w'ould cause financial dis¬ 
turbance by reducing nwaann's; third, tlu' power of classification 
might })(■ used to introduce a multitude of special taxes with 
various rates, thus thr('at('ning the stability of values; fourth, 
the desire to s('cur(‘ legislative favor, hi tlie form of reduced 
taxation would iiroduce constant agitation; fifth, the passage 
of the amendment would open the door to the enactment of 
unjust, discriminating measures, designed to jicnalize wealth. 
This report was sutficient- to kill the movement for chissifica- 
tion. 

IV. Municipal Tax Ciuinnissions 

Before we proci'ed to the last, period of state tax reports, it 
ma.y bi' profitable to say a few words about the municipal 
r'‘ports. Th(‘ municipal reports on taxation are of compara- 
tn cly recent, date. 'I'lie ea.i'ly reports - have been ri'ferred to 
above. By tin' opening of the twentieth century, however, the 
question of taxation in our large cities assumed important 
dimensions. In (hicago, the committee on public affairs of 
the City dub selected the municipal revenue system as the 
most outstanding topii' to be studied, and Professor Merriani 
was chosen to undertake' the invi'stigation. Ilis report is one 
of interest and value.'* It is divided into four parts, treating 
respectively of the developiin'iit of the ('hicago revenue system 
since 1871; of the revenue .systems of ,4m('rican and foreign 
cities; of the iiresent ri'vi'iiues of Chicago; and of some general 
questions of reform. Tlu' report is clear, succinct and suggestive, 
not only containing an acute analysis of jiresi'iit evils, but also 
disclosing a familiarity with modern literat.ure. The held 

' lieport of the (Jommusion aiiimnted vuder the l^rorhioiiH of ('hapUr 
of the Hci^oli'es of to investigate the Lairs n lating to Taxation. IJostff), 
1909.—SO i>|). 

2 Supra, pp. 597 and 007. 

Reiwrl of the Investigation of the Municipal Heveniu’s of ('hlragn. Hy 
('liarlos Kdward Morriam. (9iiciigo ('ity (.'liib, 1900.—101 pp. 
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covered is so broad that it would be impossible to make any 
intelligent (wmmenfs without virtually writing a treatise on 
public finance. Suffice it to say that this rc'port gives not only 
an admirable systematic survey of conditions as they exist but 
also interesting suggestions for improveimait. 

In New York the sit.uation was somewhat better than in 
Chicago because of differences both in the law and in the ad¬ 
ministration. Rut here also many complex (questions led 
to the api)ointm('nt, in 190.5, of an advisory commission on 
taxation and finance. TIk? commission was divided into three 
committees. The committee on taxation and nwenue made a 
number of r('i)orts.' Among thejii is a statistical study of the 
municipal revc-nues of London, Paris and Rerlin, as well as a 
report, on uncollecfibh^ taxes and the abu.ses that have arisen 
in conm.'ction with the issue of cor|)orat(' stock, for arrears of 
taxation. 'I'he recommendations of the committee wen' sub¬ 
sequently enacted into law. The chi('f rei)orts deaf with the 
administration of the personal propei'ty tax, which is shown 
to be a (oniplete farce. A lit tie later in the year the other com¬ 
mittees on the city debt and on flic .system of accounts and 
statistics made their reports.- 

It was found impo.ssibh', on account of New York’s enormous 
debt, to proceed with the rat)id transit schemes, as the con¬ 
stitution limited the debt to ten ])er cent of the as.sessi'd valua¬ 
tion of real estat e. .4 consider.'ibh; part of tlu^ debt was, howovei', 
only nominal, as tlu; income from water rates, dock vents, and 
subway leases were more than sullicieut t-o |)ay tfie int('rest. 
The commission therefore pro|)osed a constitutional amend¬ 
ment which, while exempting from the. terms of thi^ limit.'ition 
bonds issued for self-.sup])orting ent{'rpri.s('s, would provide a 

' Admory iUmmixsion on Tnxalion nnd Fiimncr, CoiiuiiiUce an TdMtion 
and lia’cnue: Hciiarls siihmiltal at inectiny of May!), UMK (New York, 11)0,'). 
—43 pp.); Rcimrt if Mr. I’linly on the I'rrsoml Prni/crty Tax, 190,5 (New 
York, 190.5.—31 jip.); Report if (’ommmittre on Taxation and Revenue, 
December, WOH (New 5'ork, 1905. -37 |)p.); Report of Committee, on Taxa¬ 
tion and Revenue on Rersonal Rroperty Tieration, 1907 (New York, 1907.— 
9 pp.). 

" Adiimry Commission on Taxation and Finance. Report on the City Debt 
in its Relation to the Conslitiilional Limit of hulebledne.ss. Containing a 
FviMsed Amemiment to Section 10 of Article VIII. of the State Constitution, 
.April, 1907.—14 pp. Report on the System of Accounts and Statistics of the 
City of New York, .Jane, 1907.—25 pp. Report of Committee on Taxation, 
and Revenue on Collection of Arrears of Real Estate Raxes and Assessments, 
Dee., 1907.—33 pp. 
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neiiiiy aiUoiiiatic [ilati whcrphy, sliotild such an ciilcrprisc ever 
bei^oiiH! non-siippor(iiiK, the bonds issued to defray its cost 
would inuiK'diately he counted in estiniatiii};; the d(‘ht. The 
reiroii on the collection of airears called atteidion to the in- 
aderpiacy of existing nu'thods and suggested as a remedy the 
creation of tax liims. 'I’liis suggestion, also, like the precicding 
one in referenc(' to the debt, soon became law.' The report on 
statistics and accounts was not so far-reaching, but sonu’ of 
the sugge.stions weiv taken up independeidly by the Bureau of 
Municipal Itesearch, which subsc()uently succeeded in revolu¬ 
tionizing lh(‘ bndgelaiy procedure and tlu' city’s method of 
accomiting. In 1908 tin* commission made its final re)iort,' in 
which it recomded what had been accomplished. 

Ihiotticial aid in the study of New York fax problems was 
r(‘ndered by the Chambei' of ('ommerc(‘, through its committee 
on state and munici|ial taxation. Jteginning with the new 
c('ntury, there appeared in rapiil succe.ssion in scarcely more 
than a yi'.ar five leports ))repared under the chairmanship of 
the Hon. (I. II. Sew.ard." Tlu'v contiiin an account of the ex¬ 
isting .system of lax.afion in N(‘w York but are not (piite in 
luirmony with thi> plan of (lovernoi' Odell, who was at the time 
seeking to realizi' the project of an indepcaident source of rev- 
eniK' for sl.ati^ laii'poses. During the next h'w yeai's the topic 
uppermost in public discussion was the taxation of nmrtgages. 
We find accordingly several reports devoted to this sid)ject.‘* 
In the preceding ])age.s ' we called attention to the [iroposal of 
the commith'e of 1901). After long agitation, a law was I'liactcd 

'Till' lax-lii'ii tev was (‘rmcleil in I'.tOS; llic ('(m.slitnlional aiucndment 
iiffisSing till' (titil. liinil was .nlniilcd in HH)9. 

- Adi'inorii nml Finuncf. Final Itoport, (>(dnl)cr, IiK)8.— 

Kit |)p. 

’ Heixirt <if III!' Ciimmittir on Stole ond Miiiiiriiinl Tosalioii of the Chnmber 
of (Uinimercr. of tlo' t'dij of St'tr York. Sniniiittnl Odohrr lll()f). N(*w Ynrk, 
1!KK).—at) |)p. Do. Siihmilli'il Duriiihi r dt), HM). A2 Do. Subiniiled 
Jamuirji a, P'W/. ~I2 |)p. i)o. Suhin'dlrd Maij 11)01 ,— l lpp. Do. Suh- 
mitlrd Drcinilirr .'i, HIOI. t pp. 

* lii’liorlo of the ('oininillor on SloU' ond Monidpol To.votion of the Vhainhi'.r 
of Commeirv of the. Stole of \eii) York: R( jiort on the Slronohon Mortgage 
Record T(tx, l'.K)2; Report on Ike Oorporolion To.r Rill, 1902; Report on a 
Plan for rcduciinj Toxotion, 1902; Report on the To.rotion of Mortgages, 1902; 
Report on the Taxoliou of Mortgages, 1903; Report on the Sgslem of Tomtit 
of New York, 1903; Report on the Ta,mtion of Mortgages, 1904; Rejml on 
Tax Measures i>ending in the Legislature, 1905; Report on the I'axation of 
Mortgages, 19011. 

'•Su/rra, p. OOS. 
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ill lOOf), oxeiriptiiis iiioitsages from the jiroperty tax, assessing 
tluMii at a special low flat-rate [iroperty tax, and jiroviding for 
an adi'qiiate enforcement: of the ni'w measure, d'his led to 
such an agitation that, in ItKlti, the animal tax was replaced by 
a recording tax. The reports of the committee of the (diamber 
of ( 'onimerc<‘ helped to bring about this result. 

Of pi'i'haps more influence in .securing the rciieal of the annual 
mortgage tax was a report published by the New York Tax 
Ri'form Association, and iiri'pared by the secretary, Mr. Jjaw- 
son Purdy.' In order to sidtle the (|uestioii, Mr. Purdy selected 
certain counties in New York and adjoining counties in Massa- 
chii.setts, where mortgages have been <'xeni])ted from taxation 
since 1S8I. Ibe also eho.se certain counties in Pennsylvania 
v/here mortgagi's are la.xed under a s(‘|)arate law. Statistical 
tables compih'd from the mortgage records showed conclusively 
that in New York the liability to possibh' taxation under the 
old law (providing for a tax on mortg.ages as a. part of the 
general iiroperty fax) increased the rate of int-erest by a mill 
and a half in some counties and by three or four mills in others 
and that th(‘ annual niortgag(‘ tax of litOo inereasi'd the rate of 
inti'i'cst by slightly mori' than the amount of the tax. It may 
be added that tabhs prepared after I hi' repeal of the annual 
tax and the eriforeemeiit of the n'cording tax showed that the 
rate of interest had again proportionately fallen. This cor¬ 
roboration of the general theory led during the next few years 
to the adoirtion of the mortgage recording tax by other 
states. 

One of the reports of the mayor's comniLssion mentioned 
above contained a recommendation to abandon tlie r(>nialning 
vostigi's of the personal properly tax in New York (.'ity. 
Mayor Gaynor had no sooner assumed ofliee than he e.spoused 
the project. A eoimnittee of the ( 'hamber of Commerce - felt 
const,rained to oppose th(‘ law on tlu' ground that it ought to 
be applied to the state as a whole. The eoimnittee of the 

' Murl(j(ijie Tdxalimt and Iiilrrisl Rates: Ahslracls of Marlijatie Records in 
certain roantirs of Sew Yorl:, M<iss<HiniseUs and I’ennsi/li’aiiia, iUusIraiiii^ 
the. Effect of the new annual Uorlijaije Tax Raw. New V'ork Tux Itefomi 
Asseeiution, ItlOli.-—19 pp. 

4 - RepM of the dommittec on Slate and Municiiwd Taxalion of the Chamber 
of Commerce on. the Hill to ameiid Section li of the Tax Law in Relation to the 
Exemption of Eersonal I'roperty from Taxation. May, 1910. This reimrt 
is lUsi) printed in (lie Monthly liuUetin, vot. ii., no. 2, of tlie Chamber of 
Coniineree, |i)i. 20-02. 
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Mei'chunts’ AHsoci.'itioii on tlio otlior hand favornd Uio hill.' 
Although it. failed of passage by a narrow inajorily, its object 
Wits accoinplisland in part by tlie enaclinent of (la; securod- 
delil.s law in tla^ following year.- 

Wbile the ta.xalion of |)ersonal properly in New V'ork bad 
alnaxst reached lla^ vani.sbing point, the sitiialion in Rallinaire 
was slightly dilTenait. An advisoiy coininitlee, of which Pro¬ 
fessor Hollander was chairman, was crealc'd in 11)07." The 
conditions which hal to its appointnamt were declared to Ix' tlai 
urg(mt la'ed for incnxised revenues, lla^ lainhMisona' chara(d,er 
of the direct itroperty lax, aial tia' inelasticity in the other 
sources of income. 'I’he coinniitlee I'ecoiniiaaaled I hat additional 
revenues he .secuix'd by an increase in the li(iuor lic('n.s(‘s, aial 
by the ta.xafion of the str(>et franchises of puldic .service cor- 
))orations. 'I’he most inba-esting part of the report is that 
which deals with lansomd propcu'ly. According to tla' so- 
called Haltimore plan, boials or certificates of indebtedness 
and corporate shaix's other thaJi those of Maryland companies 
are taxed at a flat rate of three mills. The adoptioti of this 
plan in 1807 resulted in the increase of ass('ssments from about 
six millions in 181)6 to over one hundn'd and fifty millions in 
]6t)7. This r('uiarl<;d)le showing, however, by no means hliTided 
th'' committee to the (h'fects that still inhere in tlu’sv'stem, for 
in 11)1)7, in a population of .5.50,01)1) only 2,281 individuals were 
returned as owning sc'curitics. 

On the othei’ hand, the tax on tangible personalty worked far 
more badly, the taxable basis being actually less in 11)08 than 
it was ill 181)8. Tii the same way wi'are told that the lU't as.sess- 
nient of .shares of Maryland corporations owned in Baltimore 
fell from forty-one millions in 11)00 to thirty-six millions in 

' llcjml nf the C.onimiHee on Finoiire iiinl Tnxaiion <if the Mmhanis’ 
Axxoriiilion of the Ci.tij of New York on tin Siidem of Personal To.mtion, 
March 2li, t!)ll). Tliis rcp'al \va.s |)ut)lislic(l in (lie MercliaiUs' As.sociiilion 
Bulletin anil abii .■ic|i:nalely. 

■^Ry “si'ciii'ed-ilclils” were meant, all ninrlgages, lumits, ilelieiitiires amt 
notes fnrniinK part- of a serie.s thal. (to not eonie under (lie inor(gage-re- 
eonling law. 'I’lie payment once only of It of 1'on (lie face value of such 
securities exempted them from ordinary local as.ses.snient as personal 
properly. If (lie stale tax was not paid, tlie owni'r was liable to local aij- 
.se.ssment, without, being allowi'd fo deduct or olTset his indi'bti'dnoss )us 
heretofore. Practically tlie law of lt)ll was an extension of tlie mortgage- 
recording (ax to all bonds and mortgages. 

^ Report of the Admori/ CotnmUlee on Taxation and Revenue submitted to 
the Mayor of Battimore. Baltimore, 11)08.—152 pp. 
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1!)()8. The eoiimiittee thcn^fore advocate the cireation of a 
State Tax (loinmissioner and a better orsanization of the Ap- 
l)eal Tax Court. They take pains, liowcver, to dis(daim any 
“endeavor to drag (lie ponds or to go tlirough ISaltiniore with 
a fine-tooth eoiul).” 

The Pittsburg r('|)ort deserves oidy a word,' as it c«aK;(M'ns 
itself witli th(i (luestioii of classification of real l'stat(^ Pitts¬ 
burg, as is w(ill known, had regained the primitive classification 
into city, rur.al and agricultural [)roperty. Tlu; conunittce of 
1910 found that this discrimination p(!nalizcd the busiiu'ss in¬ 
terests and th(^ small householder, and that it encouraged 
speculation. 'I'liey accordingly opposed the whole system and 
recommended the introduction of a bill to aboli.sh classification, 
and to provide for a uniform valuation as in other American 
cities. These recommendations became law in 1911. 

Several years later, we find anotlun' Pittsburg repoi’t.- The 
early years of the second decade had witnessed a movement, in 
favor of the exemption of improvemi'iits and in lt)13 the so- 
called graded tax law was adopted, which provided for a re¬ 
duction evi'i-y two or three years of 10% of the a.sses.sed valu- 
tion of imiirovements until in 1925 they should be a.ssessed at 
only 509(1 of their value, 'flic (ammiittee recommended a 
continuance of the .system, but proposi'd also the abolition of 
the person.al property tax and tbe institution of a graduated 
inheritance tax as widl as of an income tax to be levied by the 
state with a share going to the city. To carry out .such a pro¬ 
gram, a state tax commission was suggc.sted. 

In the meantimi', (Cleveland dealt with its embarrassing 
local situation. The report" saw the way out of the dillicultics 
partly through a system of classification, |)arlly through a 
mortgage recording tax, and partly through an independent 
state revenue from corporations, with permission to the cities 
to levy an additional ima'cment tax on land values. By a bare 
majority of om;, the rather numerous commission apfjroved of a 
progre.ssive inheritaMcc: tax and a local land-value tax. 

‘ Tax /’roper/;/ on Full Volur. Reconinu nilaHon for Lcgidnlion In abolish 
Prexail (HmsijicoHoii of /’ro/«'i7;/ for TiixaUoii I'nriiosrs. Iti'iiorl. of ('om- 
milice OH Hrnl ICslolr nod Toxaluin, apiiroml hi/ ('hambir of Vonuumr of 
F'ithhiinj, Ndvcmhci' III, I'.IIO. I’ilIsliur^, 1010, -7 pp. 

“ Heporl of Ihr ('ominiltce on Tiixolioii Fliidi/ to the Council ('//;/ of I’ills- 
Iniri/h, 1010. -10.') ))p. 

’ Report of tbe Special Tax Commission of the City of Clauiand, 101.0.— 
72 pp. 
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In San Frarifiisco (he problem of municipal finance was 
attacked from the expenditure side, the report of 1915 ' d(s 
clariiif; that the limit of taxation, assessed on the customary 
sources, had well-nigh been reached and suggesting a solution 
through budgcd.ary ndorni and retrenchment. Tin; adminis¬ 
trative point of vi(iw is also apparent in tin: r(^[)ort of tin; (Jam- 
bridge committee - which Jiumbered among its nuiubers Profes¬ 
sor Bullocks and Spofford. The committe(‘ ns'ommend that the 
as.s(wsors Ix^ ai)p()inted ratlier Ilian elected, that tax maps be 
preiiared, and that a civil engineei' be employed to prepare 
inalrhematical rules and tables. 

The movement in favor of some additional burden on land 
values reachi'd its climax in New York, where an active political 
program in favor of exemption of improvc'ments led to the 
formation of the Committee on Taxation in 1914. As early as 
1913 a s|)eeial commission had I'ecommended the adoption 
of an “uiH'arned increment” tax. Now in I91() a much larger 
commission, of the executive committee of which the present 
writer was chairman, made an (‘laborate report ' accompanied 
by three repoils of experts.'' The conclusion, whicli was de¬ 
cisively against the proposal to <‘X(‘m[)t improvements from 
taxation, put an elTective (piii'tiis upon the movement, not 
onl.v in New York, but throughout the country. As a result, 
the leporl, of tlu' next New York City commission," which 
dc'alt in large measure with purely administrative problems, 
now I'l'commended for an incrc'ase of city revenues a general 
income tax, an (‘xlraision of the so-called Fmi'rson law taxing 
corporations, and the introduction of certain special taxes. 

' Califanrin Slalr Ttix Associiilion, The I'roldem of High Taxes in San 
FraacLsea. San t’riinciscn, t!)l.y- -lli) [ip. 

^ Cilj/ oj Cavihridgi', Massachiiseits, Heparl of Epeeinl CominiUee on 
Stuilj/ of Ihe Load Heal Esiale AssessnienI Sitaatioii, 1!)1.'>.—14 pp. 

^ Re isn't of the ('otiimissvtn on law Soarees of CUif Rereniie, CitiJ of New 
York, siihmilteil In the Maijor. .January lllh, 1(113.—110 pp. 

' Pinal Reporl of the Coiniiiittee on Taxation if Ihe CiUj of New York, 1910. 
—398 pp. 

'' Tlic three .separate rc\Mtis wok Excess (’omleinnation, Rejiorl of Ihe.Com- 
niillee of Taxation of the ('iti/ of New York, with a re/iorl jireiiared by Herbert 
E. Ewan for the National Municipal League. New Vnrk, 191.5.—117 pp.; 
The Exemption of Inipromnenls from Taxation in (lanaila and Ihe. United 
States. A Report by Robert Murray Haig, New ynrk, 1915.—254 pp.; Som^ 
Probable Effects if the Exemption of Improvements from Taxation in the City 
of New York. A Report by Robert Murray Haig. New V4)rk, 1915. —254 pp. 

* Report of the Mayor’s Advisory Commission on Administratim of the 
Tax Law of New York, 1917.—107 pp. 
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'I'ho last of tlie municipal reports of the period is that of Winni- 
pes-' The experiment with the so-called siiif^le tax in Canada 
having turned out rather disastrously, the board of valuation 
reported that it had now become necessary to diminish, rather 
than to augimait, the bui'den on real estate. Their conclusions 
were summed Uj) in a recommendation to convert thc-old busi¬ 
ness tax, whi(h had been levied as a substitule for the personal 
property tax since 18!);?, into an income tax. 

The Pmod 1010 1021 

Heverting now to the sp(‘ci;d slat(' tax commi.ssions, we come 
to the last dc'cade, which wilnes.sed some notable changes in 
general al titude. 'I'he year l!)ll) opened with a series of reports 
from Hhod(' Island. The committee, linding conditions most 
unsatisfactory,- recommend the establishment of some form 
of effective slate supei'vision; a. cl.'issilicalion of pi'operly with 
a low Hat rate on c(a't,'un forms of intangibles; a reform of the 
corporation lax law (Rhode Island being one of the few states 
which still clung to the primitive! m(!lhod of thegerua'al i)roperty 
tax as a|)plied to coiporalions); provision for an independent 
stat(! revenue from corponitions, .and inheritances; and a se[)- 
arate assessment of land and improvements. 'I’wo valuable 
api)cn(lic('s contain an account of the system of tax super¬ 
vision and a survey of the corporation t.ax in the most important 
states. In their second n'porl ■’ of the following year tlu! com¬ 
mittee call attention to the fact “that the general i)roperty tax 
stands to-day disci'edited even more conclusively than a year 
ago.” They had in the meant,imeinv(!stigated the workings of 
ccntrali/.alion in Wisconsin and Minnesota, and a[)i)rovc of it 
even more thoroughly than before. An appendix contains all 
the important changes in the tax laws of the various states 
during 1900 and 1911). 

Somewhat later in the year the committee made another 
report ' extending its recommendat.ion for a tax on the cor- 

' (’Ui/ of Wihnii>e<j. Report of the Hoard of Volualion and Rerixion on 
Systeiiie of AxscssinniL and Taxalion, 11)17.- -75 pp. 

^ Slate of Rhode Island and I’roeiilenrA’ nintation'f. Report of the Joint 
fdpednl Commillee. on the Tuxaliun Laws of Rhode Islaiul. Providence, 
1910.—18:t pp. 

’ Hccorvl Report of the Joint Special Commillee on the Taxalion Laws of 
the State of Rhode Island. Providence, 1911,---98 pp. 

* Special Re.porl of the Joint Special Commillee on Ihe Taxation Laws of 
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porate excess to virtually all corporations. This rocotninoiula- 
tion was carried out l)y the lesislature early in the next ycnir.' 

During the early vvec'ks of the year 1910, there ai)p(^ar(sl two 
noteworthy reports. Tlu' Illinois commission was sisnificant 
in counting among its members and advisers scholars like 
Pre.sidont James and Professors M('rriam, Kinley and kairlie. 
The report is a short one.- Put (he ma((‘rial consists of two 
larg<( volumes; oiu^ comprising .an account of (Ik; Illinois system 
by Professor Fairlie'* the other including a compilation of tax 
laws and decisions. ' 

Pi'ofcssoi' Paii lii^’s r((porl, is a real ( realise on taxation. Es¬ 
pecially noteworthy are (In; discussions of tlu' undervaluation 
of real estate, (he a,ss('.ssni('nt of mortgages, the; t.axation of 
corporations, including an account, of tlu' 'PeaclKa's’ Kedcaation 
case's, ami the subject, of special taxes and fc'cs. A chapter is 
devoted to a survey of tlie coiporation tax in soim; .six or eight 
typical states in this country. On (he basis of the conclusions 
reachc'd by Proh'ssor Pairlie, (he commi.ssion pre.sent its recom¬ 
mendations for a. constitutional .‘uuendment permitting ex¬ 
ceptions to (he rul(' of uniformity; (la; appointment of a state 
tax commission; and (lu; substitution of county for local as- 
s(‘':sors. 

Pennsylvania, which ha,d in some i'esp('cts been in advance 
of the otht'r, states deckkal to rcconsah'r its .system in the same 
year. After a po'liminary report in 1910, a full report was 
issued in 1911.’’ The conimitteo hold that the existing separa¬ 
tion of tax.ation as between states and localities “is an a<lmirable 
feature which should be preserved.” Tluy recommend a 

the Stale of Rhode Inland to Ills Eicetleiirii the (lorernor. Providence, 1911. 

—W pp. 

W/. supra, p. 209. 

“ Special Mesmfje of Charles S. Dcaeeit, Ooeentor, to the (ooieral Assembly, 
Iransmitling the Report of the Special Tax Commission. .Springfield, 1911. 
—:i.5 pp. 

’A Report of ilw Taxation and Rceeniie System of Illinois. Hy .Tohn A. 
Fairlie, (thief Clerk of Un^ Commission. 1911). -2.'),') pp. 

'Compilalinn of Tax Laws and Judicial Decisions of the Sl(de of lllinoi.s, 
made hy Albert M. Kales and Elmer M. Licssinann, under the direction of 
the Special Ta'x Commission. Springfield, 1911.—270 p|i. 

‘ Reporl, The Joint Committee of the Senate and House, of Repre.sentatu « 
of the Coinmonicealih of Pennsyleanin to consider and report upon a Reviieion 
of the Coriioration and Hevenue Laws of the Commonwealth to the Legislature. 
Harrisburg, 1911.—^244 pp. The Preliminary Report with the same title 
was 10 pp. in length. 
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graduated inheritance tax; a flat tax on anthracite coal; an ex¬ 
tension of the mercantile license taxes, and a lepc'al of certain 
exemptions. Tlx'y i)nt themselves on record as against the 
proposal to return to a loeid personal propc-rty tax, and think 
that th(5 .system of a flat rate on s(a‘urities works well. They 
incline to tin; opinion that an increased (centralization may 
accomplish good results, hut ivscm-vc their decision. 

A littl(( lat(>r in the y('ar appeal'd t-lie report of the Virginia 
commission.' The commission posit as an ideal tin* s('paration 
(jf state and local revenues, hut favor for certain pracdical 
reasons only a partial separation for (lie present. Of more 
immediat(' importanc(' they consider a centralized permanent 
tax commission to take charge of the inconnc tax, the failure of 
which under pr(>s('nl. conditions tiuy acknowk'dgc*. Further¬ 
more, they recommend a low-rat(' tax on securiii(‘s and as to 
(corporations, they think a gross earnings tax prefendde to the 
(ul viilorvm system. 'Pin' report is hasc'd on a numher of sc'parate 
■studies submitt(cd by the (efficient. secR'tary, Mr. Douglas S. 
Fnueman, which cover a great vari(cly of points. 

The last of tine reports that appearted during the year was 
that of the Michigan commission of three, including Professor 
Henry C. Adams. A pieliminary report was made in Octob(^r 
and the final leporl was published before the (cnd of the year® 
The commission recommend the s(!f)aralion of state and local 
reveniKcs, although they recognize the fa(cl. that the project 
may not approve itself to the legislature. Tiny th(>r(cfore ad- 
vanc(! an alt(crnative plan, the main hcature of which is the 
apfdication to (corporations of the Mas.sa(chus(ct.ts corporatc^- 
(cxcess iiM'thod. In addition, llncy suggest an increa.s(c of the 
inheritance tax, the ta.xation of interurban railway and of water 
power companies, and tine adoption of the N(!W York secunxi- 
debts tax iiucthod, but at an annual rate. They do not favor 
the direct inconuc tax. Finally, they (hcclanc themselves satis¬ 
fied with the ))resent <t.<l valorem tax on railroads, and b(dieve 
that these corporations should not (complain even if they are 
taxrcd at a higher rate than other persons. 

' Ri'imt to the (leneral Asmiihli) of Virginia hij the Tax Commitision aji- 
■pointed to make an Iniratigatiati of the Sgxtem af A^veesiiien't, Revenue ami 
'fixation nmv in force in this Htate. Iticclimoiid, till I.—pp. 

* Preliminary Report of the Commission of Inquiry into Taxation of the 
State of Michigan, 1011. — 37 pp. 

’ Report of Commission of Inquiry into Taxation, Michigan. Lanaing, 
ton.—53 pp. 
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The year 1912 witnessed a slight lessening of ii(9ivilfes. The 
Iowa c'onimission,* basing their coneliisions on a eoin|)ar<ative 
study, reiiort strongly against the reiidroduetion of the tax 
ferret system. Although Iowa had ju.st put in force; the Hat 
mill rate for securities, the conimi.ssion n^port that, the system 
worked badly because of local asseissnuait., d'hey tlu'refore 
recommend a state! tax commission, d’hey declare! themselves 
as imjere'.sse’el with thee aelvantage's eef at le'ast a partial .se'para- 
tiem of .seeiirce's aiiel urge that t his bo stuelieed by thee permaneent 
eeeemmissiem. 'I’liey slate', in ceenchesieen, that lenva is neet ye't 
re'aely feer eilhe'i' a elio'ct itdie!rilane'ce)i-;en inemnu'tax, but believe- 
that thee time is neet far elistaeit whe'ii such eehangees may be; 
inti'oehiceel with aelvanleege!. 

d'he' Fleei’iela eeommissieeie e'eenlent theeieese'lves “ with lee'eem- 
meetieliteg the! se!par!itie)n of seeiire'es as we'll as e'la.ssific;etion, and 
prese'tet seevei'al bills ele'.sigieeel to e'any their ree'omraendations 
itetee effex'l. Finally, it is lee be leeeteeel that the' teixatieen ejf forewts 
had assuieic-el sue'h impeei'lance iei the neee’the'eislern states that a 
.spe'e'iiil Ceemee-e'tie'Ut ceeenteiissieen submit teel a re'[)e)i’t which 
culmineite'el iei the re'e'eenemcnelalieen theit yielel, rather than 
fereeieerly, se'i-yee ;i,s thee basis eef teixalion. A similai’ e'eneilusiein 
w.as j-e-ached by the! Massachuseetts ceemmission which re- 
poileel a lit I lee later.' 

In 1913 New .leerse-y leel off with ii re-peei't. which strongly 
ree'omme'nds a permane-nt state tax ceeieimission, to eisscss 
public ulilitie's emel tee supervise the local offie-ials. The report 
rniike's e'e-rlain leiinor re-e'eneneienelalions siU'li as the abolitiem 
of the peell lax anel then geee's on tee e-eenside-r ei revisieeie of the 
funel.anu'eiteil beisis of taxatieen. Tlie-y leceenemenel the exemp- 
tieen eef personal pi'e)[)erly but sugge-st that, if this be consieleereel 
too raelie'al, !it le-ast the .syste-m eif e'lassificalion be introdue'exl. 
They propee.se; a revisieen of the inhe'ritjine'e tax as well as e)f 
the corpemilieen tax anel reecommenel a busineess tax to take the 
place of t.ho perseenal property tax. As to the ineeonie tax, they 

' Report of the Special Tax Cummissioii to the (lorcrmrr of Iowa, Deae 
Mninee-s, 1012.-1.% pp, 

^Report of the Tax Coiiiiiii.'aiioii. Tiellalensse'c, Fla. (1012).— f>,'i pp. 

^Report of the Speeiat Comotiefiion on 'Taxation of Woodlanit, llartfeere], 
1012 . ■* 

‘ Rrpurl of the Conimisiiio)i on the Taxation of Witd or Pon et Eanik 
Iteleiie, lOlt.—0.S pj). 

’’ Report of the CommL^sion to Ineedigate the 'Tax Aesc.'isnients in the State 
of New Jersey. I’rcntein, 1913.—1)4 pp. 



632 


ESSAYS IN TAX AT ION 


are not (luite sure as (-o wlu^ther public opinion is prepared for 
such a stc[). 

Much th(! siinu' ideas are found in the Utah commission. A 
preliminary report of 1912,' afler consid('rinK the breakdown 
of the personal pr perty tax, reconinKaids a low-rate tax on 
intangibles and the abolition of tlu; ])oll tax. While the com¬ 
mission agrix! that an income tax may be desirable! in the future, 
they siifiRi'st for llu! jar'sent. a graduated inluiritancc tax. 'I'hey 
are, howevei', not much impn's.sc'd with the arguments for 
separation. As ;i, re.snit of their sngge.stions, a constitutional 
amendment was sulanitteil to tlu! voters, but was defeated at 
the polls. 'Phe final report ," therefore, confessing that there is 
no hope for tlu; solution of the tax ditliculties, contents itself 
with repealing the snggi'stions for the inheritamai and poll 
tax and with recommending certain minor changes. 

Much more (hiboralc is the ir-porl. of the Maryland Com- 
mi.s.sion.' Afler considcaing a number of lesser matters and 
recommending a din'd iidien'IaTice as well as a franchise tax, 
the commission discusses the so-called Baltimore plan. They 
find the situation unsatisfactory, chiefly because of the method 
of local as.-ie-ssmenls, and put in the forefront of their recom¬ 
mendations .a permain'nt tax commi.ssioji. Tiny favor a partial 
separation of sources and sugg('sl a waiting attitude in respect 
to the incoiiK' tiix. The same year is markcid by the appearance 
of an excellent. Connecticut, report on tlu! corporation tax'* 
which, after giving an account of the deveIopm(!nt of the law 
and a survey of the system in other states, recommends the 
taxation of publi(! s(!rvic(! coi'porations on gross I'cceipts and 
that of other corporations on a slightly different basis. 

Kentucky was so dissatisfi('d with its sy.stem that the special 
tax commission engaged as expert Professor Plehn of California. 
A preliminary r(!port ' followed Professor Plehn in discounte- 
ancing the adoption of scijraration becausi! of the fact that 
“the main reasons for the introdu(!fion of that system in (hdi- 

’ Pri liniiiKir!/ Report of the lioont of Co/xniissioners oh Rem nnc tiiiil Tnio- 
tioH for (IkuSUiIc of t 'lah. Sail Luke ('ity, 11)12. "40 pp. 

* Final Report of Ike Hoard of Coiiinnssiotters on Re.renue and Taxation 
for the Stale of Utah. Salt Ijukc Cily. 11)12. -•2)12 jip. 

^ ® Report of the i'owinmion for (he Reeision of the Taxaiion System of the 
State of Maryland and City of Jiallimore. Baltimore, 11)12.—445 pp. 

^Report of Ike Special (Commission on Taxaiion of Corporntians )Hiying 
Taxes to the State. Hartford, 1912.--22S pp. 

^ Preliminary Report of the Special Tax Uommission. Frankfort, 1912- 
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foniia, do not exist in K('ntU('ky.” The? coinniission bold that 
ill view of actual local conditions classilication is preferable. 
Ill the final report' the coininis.sioii work out the (letails of such a 
system and n'conimend a permanent, t ax commission. They also 
believe that Kentucky is not. yet. ready for an income tax. 

Similar ideas are found in the report, of the Nebraska- 
eommission, who iwommend a constitutional anu'ndnnmt 
designed to permit of classification. 'I'lnw shape their .suggiis- 
tions, howi'ver, in an alternative way. In case the amwidment 
should not be adoptc'd, tlu'y suggest, a iiermanent tax com¬ 
mission, a change in the inheritance tax, tin' taxafion of cor- 
porafions on franchise values, and the abolition of the system 
of fractional assessments. If, howevi'r, the constitutional 
amendment should pirvail, tln'y propo.s(' a detailed system of 
clas.sifi('d tax('s and suggest, that the new Board study the 
probh'in of the income tax. 

The Virginia commission had .as a nn'mlxu' Professor Thonm 
W. Page. Its report '* is, as a cons('(iuenc(', noteworthy. Ba.sing 
itself in pari of the conclu.sioiis of a conferimce held at Rich¬ 
mond ' and taking advantage of suggc'stions for introducing 
the sy.sfem of segregation worki'd out by the States Auditor'’ 
t*ie commi.ssion discuss the iK'ed of tax ma,[)s in the assessment 
of I'Cid ('stat(' and urge a permam'iit tax commission. They 
belic've in the princi))le of classitieaiion hut also in partial seg¬ 
regation. Inasmuch as Virginia alnxidy ])o.ss(',s.s('s an income 
tax they .suggest, a redrafting of tlie law designed to .secure 
better admini,stra.tioii and more ju.stice. Pinally, they maintain 
that adirc'ct inheritance tax is not at this timeluaHh'd. 'I'licad¬ 
ministrative; probkmi is also attacked in another Illinois rcjiort * 

' RciinrI, Ilf llu: Sjieciiil Tux Ciiiiimixsiini i>f Ei ntud-y, t!)l2 !/,. Frank¬ 
fort, 

^Sluti' of MthmukOf lU'jiort of thr Sprriiil Cooitoitonon oo Ri'ri'inif and 
Tamlioo. lt)14.—24:.! pp. 

^ RejioH of the Joint Coininillir. on Tax lii rision. lti(;Iimoml, 11)14.—• 
298 pp. 

* Procixdinija of a Confi rionr hdd to ronsiihr the (.ho'dion of Tax fitfonn 

III Hotel Richmond, Richmond, Fo., Jiiniiari/ dlilh and dixt, liiclimond, 

1914.—98 pp. 

^Tcnlatiiv Plan for Ki‘ijreijidi.nij the Ridijirlx of Taxation pri'xcntrd hi/ C. 
Ijte Moore, Auditor of Puhlie Accounts (Plt:i), 12 pp. Report of the Effects 
of Ihe, Andlior of Puhlie Accounts to enforce a (’ompliance irith the Tax 
Lam . . . toi/ethcr with Ihe Tcntutipc Plan for the Sei/rei/alion of the 

Subjects of Taxation yroimc.d hij the Auditor. (1914).—89 pp. 

• A Re/iorl on Revenue and Finance Administratior/. By John A. Fairlie, 
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|)repaml Ijy Pi-ofossor Ii'.-iirlio, which eiil-ers into tho details of 
fiscal adininistralion and culminates in a recommendation for 
a central stale commission. 

The year 1915 i.s marked by only two ?’eports. The Ti!imes.see 
committee * think that a change of the constitution is necessary 
:i.s a preliminary to all reform, hut urge the appointment of a 
central state la.v commission. So far as intangible personalty is 
concerned, they ri'commend a. ten i)er cimt income t ax on sc(^uril,ie.s 
in preference to tlu^ presc'nl: system. In tleorgia the impetus to 
tax reform was giv(ai by tin? AIIk'Iis Chamber of Conmierco a 
comniitfe(' of which made .a series of succinct- re(a)mmendations 
including separation, cla.ssificalion, apportionimmt according 
to expenditure, an inheritance tax, and a pea'tnanent tax com¬ 
mission." 

The year 1910 witnessed great activity. The N<'w York 
committee! ^ which enjoyed I h(> services as seecretiuy of Profe.ssor 
H. A. Ji Chandler of Columlihi, eliscusses the! failure of the 
personal propeerly tax .and finds no mea-ils eef thee listing system. 
Miiedi attentie)!! is ])aid also lee the unsatisfactory system of 
taxing corporations, d'he' i'e)ne'hisie)n is that classifiee.ation 
afforels no reane'ely foi' tlie Nenv Yeerk situation and that what 
is neeeehal is an ineeane tax ;i|!plie'able to indivielii.als anel cor¬ 
porations ;elike‘. 'I'lie' aehninistrative! fexitureis of suedi an in- 
cemie tax law ;ire“ discussesl in ehiliiil anel the eh'aft of a bill is 
apireneled. Tho mineeiity re!|)oi't ' agi-e'cs as to the! unsuitability 
of classification but pre'fers a haliifation tax t;o the elirect in¬ 
come tax. 

The moveanent in favor of an ini'ome' tax hail in the meian- 
timi' maeli' suidi progri'ss in iVIassaclmset-ts that a .spei'ied e:om- 
mission was appointi'il to draft a. liill to that effect. The report 
of the commission •’ works out the ilietails of such a plan so far 
as concerns ini:omes from securities and from personal exer- 


I’njmred for the lilTuirrici) nnd licmiomy (’ommitlee ereakd binder the, Au- 
thorily of tin: .(.SY/i (lenejal Axseinhlij. Slide of Illinois. (l!ll-4).—UXi (ep. 

' Hcporl of Cominiltcc lo IiwvdiijnU’ Anscssmcnl and ToxtiHoti in the Stale 
of Tennessa;. N;ishvill(', 1915.—lOH pp. 

^Thc AIIk'us Plan. Report of Commiltee on Tax Rermun. Athens, 
Georj'ia (191.5).—IIJ pp. 

* Report of the Joint. Lefiislative Committee on Taxolion in the State of 
New York. Albuny, 1910.-295 pp. 

Minority report of the Joint Leyialative Commiltee on Taxation. Albany, 
191G. — 47 pj). 

5 Reixirt of the Special Commisdon on Taxation. lloHton, 1910.—126 pp. 
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tioiis and suffKCSts an inrreasc of the powers of the tax com¬ 
missioner. d'he commission also discuss the dist.ril)ulion of 
revenues as l)etween the state and localities. In conti'adistinc- 
tion to the New York r(!port, however, they declare themselves 
as not yet entirely convinced as to the advisability of apply¬ 
ing the incoiiKi tax to corporations. The consequence was 
that while in New York the corpoi’ate income tax (ireceded 
the i)er.sonal inconm tax by two years, in Massachus(dts the 
reverse; was true. 

The New ITami),shire Hei)ort ‘ limited itself substantially 
to a di.scu.sslon of th(> itdieritance lax, the history of Avhich is 
traced in detail, together with a comparative table. The re.sult 
of the rceommendation was the adoption ley Rhode Island of 
an inh('ritanc(! tax not- only on estates but also on .shares. The 
Indiana commission although char.acterizing the prevalent 
method as a “legalized system of roblxa-y” content them.selves 
with reconniK'iiding a pca-manent Roanl of Tax Control, to- 
getluT with a limitation of tax rati's. They refuse to consider 
either classification or the; income tax, becau.se of constitutional 
dillicultic's. .Mon; des('rving of alleiition is the minority report 
of T’rofes.sor Rawles, who [iroposes a const itution.al .‘iniendment 
with sugg(!.slions along the line of both classilication and income 
t.'i.xation. 'I’lu; Kentucky ('omniissioii, taking advantage of 
the constitutional amendment adopted as a result, of the labors 
of the special commission two y('ais Ix'l'ore, submitted a re¬ 
port’ working out the dr-tails of the classilic'd pro|)erty tax 
which had now become possibk' and providing for a modified 
.separation of sources, liolh of tlu'se plans were soon ado|)t(!d by 
the legislature.* Of .somiavhat. less im])orlance is the Virginia 
report ’ which in .addition to making various niinoi' suggestions 
states that “the syst.ian of partial segregation of the subjects 

' Hjneml Urpini itf llic HimrdoJ Tux. ('oiiiiiiisxinncrs miuk U) the Govcniiir 
on Nnn Sonrce.'i of Hrorntw. Provitiiaic’t', 1010.—US pp. 

^ Rcjioii of the (’oniiiiusion on Taxalion to the. (lovenwr. Fort VVayiK! 
11)10.—xlv, 'tO.S PI). 

^Report of the Konliirky Tax Communion. Frankfort, ini().'-42 pp. 
Thi.s was Ijiuscil in part on tiro monograph Taxation of Real Estate and 
I'lrsonal Rrojicrtij in Kentucki/. Aihtrr.ss to the Kentudj/ Tax Commission 
from the State Tax Lcaijiic. (11)10).—SO pp. 

‘The beneficial results of the cha.ngo are explained in Rrkf on the Si^li- 
jed of Classifiralion and Seiuirotion of Rroprrty for Taxation. Submitted 
to F. N. (Marke, Secretary Commit l.ee on 'tax Hefonn re])resenting the 
Stat,e Tax Leagiie, Louisville, 1917, -24 p|). 

* Report of (K«.) Stale Admory Board on Taxation, (1910).—31 pp. 
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of taxation now in fonie is Konerally satisfaetory.” Finally, 
it may be inontiotuid that th(> same year marked the report of 
the Hawaii Commission,' tlio chief recommendations being a 
graduated inheritance! tax, n(!W stam)) taxes, an amendment of 
the income (ax and llu' adoption of the Somers system in the 
assessment of rerd est,a(('. The commission also suggest the 
abolition of the ass(*ssmeid. of leasehold irderesis. 

The year 1617 is mai'keil by l.vvo reports. The California 
commi.ssion - was mu(!h in(lu(!nced by the movement in favor 
of som(‘ increas(‘ in the ta.xat iou of land values. Ba.sing them¬ 
selves largely on Professor Plehn's study of the Fnglish land 
taxes, thc'v recommend a constitutional amendment au¬ 
thorizing a (ax on tlu' futui’o inenanent of land values. Perhaps 
(he most significaid part of (he report, however, is (he sugges¬ 
tion that before long a state income (ax would be desirable. 
The Connecticut report - presents a review of (lu! tax .system 
as it had d(‘veloped since the introduction of the business or 
income (ax on corporalion.s. 'I'he commis.sion consider the 
pos.sibl(' introduction of a direct or indirect income (ax on 
individuals, but decide on the whole to content themselves 
with Ic.ss radical suggestions. On the other hand, (he c.om- 
rnittee of tlii' Connecticut. Chamber of Commerce, basing 
them.selves largely on a special re[)orl made foi' them by Pro- 
fe,ssor.s I'airchild and Walradt, declari! ' that th(! ('onne(!ticut 
systian of I,axing intangibles is un.siicce.s.sful and recommend 
the introduction of a personal income (ax. 

In 1618 the movement, of ndorm sjiread to the Southern 
states. Till! M i.ssis.sippi (annmittiie, ' realizing the dilliculty of 
putting through radical suggestions of a centralized tax ad¬ 
ministration, content themsi'lves with a compromise, but 
suggest a gradual modili«!ation of the privilege taxes, a cen¬ 
tralization of the unsuccc'asful income tax, and (he adoption 

* Rtiwrl of the Spcciol (’oftnnission on Taxation for the Territory of Hawaii. 
Honolulu, lOUi.—12 pj). 

^Report of the Sloir Tax Conimisslon of the Slate of CaHfornia. 
mento, 1017.—2S0 jip. 

* Report of the Special Sfate Cofttinission on the Snhjni of Taxation. New 
Haven, 1017.—14 pp. 

^ Rxporl of (he Joint Committee on Taxation on State Finanre to the Con- 
netticut Chamber of Commerce embracing the Report of a Special Study of the 
Connecticut Tax Sydem. New ilav<*n, 1017.—07 pp. 

® Mifismipiri Legislature, lOIO-iS. Joint Rroort of the Senate and Home 
('ommUlee a pointed to consider the State’s Revenue System in Fiscal Affairs. 
Jackson, 1018.—03 pp. 
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of a proKtessive inheritance tax. The Oeorf?ia report * recogniz¬ 
ing tile failure of the general property tax, joined to the proposal 
for a tax coninii.ssion the acioption of classification as well as 
the creation of hoth an income tax and an inlnu'itance tax. The 
Louisiana report" is less drastic and limited itself to the recom¬ 
mendation of an inheritanci' tax and the ('xti-nsion of the 
franchise tax on corporations. In Montana also the discontent 
was loud, and a s|)ecial commission reported ^ in favor of a 
permanent tax commission, classification, th(> exemiition of 
mortgages and a ri'form of c.orporatc taxation. The report 
of the Massachusetts joint committee ' dealt primarily with 
a budget, system and recommeiuled the adoption of the pay- 
a,s-you-go jiolicy. 

The yiair 1919 saw redoubled activities. The Massachusetts 
report ’ discussed two points -a better method of distributing 
the revenue from the income tax and the extension of the in¬ 
come tax to corpoi’at ions. The Ohio committee, which enjoyed 
the a,ssistance of Professor lail z, submit tefl a ri'port'' recom¬ 
mending a graduated inheritanci' lax, an income lax, and the 
limitation of local inilebledness. Perhaps I hi' most noteworthy 
publications of the year, however, wer<' the ('anadian ri'ports. 
fi'Tost of the western provinces and nmnicipatities h.ad gotten 
iidii trouble through the exianplioii of improvements from 
taxation. British (.Columbia issiasl .several reports ’ culminating 
in the suggestion of an inconu' tax. This was based largely on 
the findings of Professor Haig, of Columbia, who had also made 
a preliminary report on Saskatcln'wan,’' Similar expert as- 

' Re.jmri of the Siiocinl Tax ('nininuxioii for (horght. .tllaiila. 1919.—88 pp. 

^ Lcgislotv’e litroiiinii odaHonx iiiailc hg Iho lloiirit of Stale Affairs to the 
Ceneral Assemhhj of hmisiatut. Baton Iioni;e, I'.IIK. ;{7 pp. 

’ Movtarm Rcjiorl of the Tax anil hireiim- ('oiiiinissioii to the Slate Hoard of 
Eqxuilizalioo. 1917 1918. Helena, 201 iip. 

* Rejtort 0/1 Sle/tc Fltianccs and the Jhidgef suh//titted to the General Court 
by the Joint Sj/erial Committee on Finance and Iludijci Procedure,. Boston, 
1918.—8.5 |)p. 

‘ Rejmt of tiui Joint Simial Coi/iniiltei: on Taxation. Boston, 1919.— 
119 pp. 

’Report of the Special Joint Taxation Ca/nmittee of the ft3d Ohio General 
Assembly. (toliantniH, 1919.—^105 pp. Pages Sri l'Jti contain the Rejmrt 
on the Operation of Stale Inen/z/e Taxes, by Il;irle.v B. lailz. •» 

’ Repe/rts of the Hoard of Taxation with a Rei/ort </n Taxatio/i, in the Prov¬ 
ince of British Columbia. Bj’ Robert Murray Haig. Victoria, 1919.. 

135 pp. 

’Taxation in the Crhan Municipalities of Saskalcheu’an. ,t Ue/H/rt to 
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sistancp was rendered by Professor A. B. Clark, of the Univer¬ 
ity of Manitoba, to the coiriniission of that province, whose 
comprehensive report ' recoiiinu'nded tin; rcimposition of a 
tax on improveiiieiits; the taxation of real estate, of business 
and of income for local purposes; (Ik? taxation of cor|)orations 
and inhcritane('s tof^ether with a supt)leinentary revenue 
tax for provincial purposes; and the abolition of the poll 
tax. 

The year 1920 is marked by a short New Jersey re|)ort.^ 
As between classification and the income tax as substitute.s for 
the personal property fax, the commis.'-ion consider the former 
a mere |)allialive. They lh('refore recommend the inconne tax 
together wilh a lax on Inisiness. Tine T)elaware cotnmission ^ 
state that tti(! stale “has no system of taxation,” As a prc>- 
liminary to all improvements they urge a permanent tax com- 
mi.ssion.. The most elaborate report of the year is that of New 
Mexico ' which again ('iijoyc'd the advantage of Professor Haig 
as sp('eial counsellor. Tin- report recommends a i)ermanent 
tax commission and a stale income tax and devotes especial 
attention to mine taxation, urging the practicability of the 
ad mdoreitl system. 

Finally, the y(‘ar 1921 witne.ss('d the [)rogre,ss of the reform 
movement into the southern states. The South Carolina 
report ’ which describes the situation as “a state of anarchy” 
recommends an inheritance tax, a cla-ssified property tax, and 
a sup()lementury incx)nie tax. The Louisiana commission fall 
into line ly suggesting “ not alone the above imposts, but also 

the Govirnnient of the I’wnince of Saekalchamn. By Murray Haig. 

Rogina, 1917.—IS |i|i. 

* VroHnre of Moidtoiin. lieiiorl of the J.s'.sr.v.sa/rel aod Taxofooi Com- 
mitlee IDIIt. —217 pp. I’r(ifcs.sor Clark’s rcj)orl. which is fiiuiid in tlic 
appendix was n'prinled with addili<jiis as Ait Outline of hvi’incinl and 
Munkijnd Toxiilionm lirilish Colnmhia, Alberta, anti Saskatehewan (Winni¬ 
peg, 11)20).—07 p|). 

^ Itejiort of the CommiexioH to im'cdiijiilc Tax Lams. Triaiton, 1920.— 
40 pp. 

* Report and liecominendofions of Delaware Spile Suriicij Commission. 
1920.—Oh pp. 

* Report of the New Mexico Spi did Rei'eniie Commission. Santa Fe, 
l‘^20.—324 p|). 

Re/iort of the Jtiiitl SiKcial CoinniiUce on Rerrnae. and Taxation. Co- 
luinhia, S. C,, 17K pp. 

“Stale of Loaisiana. Report of the Assessment and Taxation Commission 
to the Comlitutional Coiuxidion. 1921.—237 pp. 
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a business tax, a (corporation tax, a sccvorance tax on natural 
resources, and a centralized tax administration. 

VI. Condminn 

From the above surv('y sc'veral fact.s stand out prominently. 
In the first plactc, the di.ssatisfaction with the f?ener;d jiroperty 
tax and the re('Ofj:nition of the evils c.oniK'cted with tlu' assess- 
numt of ((crsonidty have now lu'eome well-nigh universal. 
Wheieas formerly th(‘y appeared in only a lew states, they 
are now expie.s.sed by (every oiu' of the special state tax (com¬ 
missions without ex(ception, and by (dmosf all the permanent 
tax commissions. Sin(‘(c a recognil.ion of tlu' evils to be over¬ 
come is the lirst condition of progre.ss, this may bo (considered 
a substantial advance. 

In the s(C(coud phuce, tlu'i'c is a growing recognition (rf the 
weakness of the lociU ass(cssm('nt of property, whether real or 
personal. What Sidincy Webb has recently calked the “Ameri¬ 
can anarchy of local aidononiy ” is slowly being ('(‘(cognized by 
the administrative officials tlumiselva's. Nothing, perhaps?, 
has been more cheering dni'ing lh(‘ last few years than the 
pnjgress of centralization of a.s.sessment sind the cn-ation of 
perm.anent (commi.ssions desigiu'd to copcc with this evil. The 
UKJveuK'nt has only just begun, and from its (continuance much 
may be (expected in the future. 

In tine third place, tlu're has been ;i great spread of the idea 
of the separation of state and local revenues in the sense of the 
abandonment of the sole, or even line (chi('f, reliaince by the state 
on a locally ass(>s.se(l direct pro])erly tax. More and more 
states have conne to (lei)en(l on centrally-asses.sed (corj)oration 
and inheritamce ta-X(‘s. The earli('r inn'd of a complete separa¬ 
tion of sources as reedized in ( alifornia and at one time in N(cw 
York Inns more recently, however, become unnecessary, partly 
Ixccau.se of the d(cvico utilizeed by ('onne(clicnt to overcome 
the wcakric.ss of an apportionment, by value ' and partly be- 
caus(c of the deva'Ioinnent. (jf the c('id.rally-assess(nl stab' income 
ta.xes, with the adoption of tine principle of division of yield. 

Fourthly, the discussion of possible .substitutes for the per¬ 
sonal pro)xcrty tax has made (consickcrjdjkc progrc.ss. At ()ne 
time the device of (classiti(cation seemed to |)ronnse good results, 
and even at the present time (1921) idmost all the couunis- 


C/. mpra, p. 303. 
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sions in states with rigid constitutions are in favor of relaxing 
the constitutional prohibition. But within the past few years 
this movement has been replac('(l by the tendency to substitute 
for the old locally-assessed pt-rsojial pr()j)erty tax the new 
C(!ntrally-assessed state income tax. This tendency has been 
notably strengthened by the rcccait reforms in Now York and 
Massachusetts.’ 

Finally, perhaiis th(‘ most encouraging results of the last 
decade have been the incr('asing at tention given to the problem; 
the great improvement in tin' clnu-acler of the commissions, 
both special and permaiK'iit; the utilization to an evi'r increasing 
degree of the ('xpert and of the protVssional economist; and the 
evident, determination on the part of the various comnus.sions 
to keep abreast of tin* best action and of the best thought in 
the other commonwealths. 

It may indeed now be said that the movement for tax reform 
is en trail). Never before has so much attention lieen devoted 
to it. Never before has tlu're been so intelligent and .so vigorous 
a discu.ssion. Never b('fore has there bec'ii manifested such 
anxiety to deal correct ly and vet. cojiservatively with the prob¬ 
lem. To this result the annual conh'rences of the National 
Tax Association havi' contributed not a little, and w(‘ may 
expect to witness during the next few years a still more decided 
evidence of the progress which has now become so marked and 
so wide.spread in the United States. 

'Infra, p. 051). 
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THE NEXT STE1> IN TAX ItEKORM ‘ 

We Imvp liPiTi (lisiTissilif!; for iimny yciirs, fho [irohlom of 
the reform of our stal,(> mid local system of luxation. While 
there has beim no eompiele agreement as to the remedy, there 
has hi'en a virtual imaMimity in (he diaf?iiosis of tlu' disease. 
The three fundameidal shortcomings of our present .system, 
apart from many minor e\ils, are recognized (o be the per- 
sistenci' of tile ffeneral |)ro|)erly lax as (lie sole or principal 
source of n'venue; (he systi in of purely local assessment; and 
the utilization of (he real eslate tax for both state and local 
purposes. By far lh(‘ larffcr pari of dissalisfaction wi(h our 
system is referable (o one or other of these facts. And it is a 
cheering sipm of progress lha(. wluaeas a decade or ( wo ago. 
(his analysis was rccognizi'd by only few students, still fewer 
olficials and a very insignilicant fraction of the general public 
in the mos( advancial indusirial states, thiTe is at thi' present 
day a widespread acci'plance of ils (ruth in almost every state 
of the union and in continually larger seel ions of the ))opulation. 

As to the remedii's, howi'ver, we have by no means pro- 
gressi'd so far. On one point,, indeed, it may be .said, that 
there is now also almost com|)le(e unanimity—namely, the 
necessity of ceniral fiscal adrninislration or at all events of 
greatly increased C(‘ntra,l control over the local administra¬ 
tion. The accuracy of (his stali'inent is attested by th(> recent 
creation of (he mmu'rnus slate tax commis.sion which have 
been, and still are, doing such admirable work in improving 
liscal condilions. But further (ban that, we have scarcely 
gone. 

In a few of our stales indeed, which have been entirely 
untranimeled by constitutional ri'st riel ions, (he old gem^’al 

' Reprinted, with a few clianges to bring tlic matler down to date, from 
the l’re.sidenl.ial Addre.ss at Ihe Niiilh Annunt Conference, of the National 
Tax Aiisodation. San Franci.sco, Aug. 11, 1915. 
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property tax has been supplemented by specific taxes—often 
loosely called indirect taxc's- on corporations, inheritances 
and the like; and in a very few cases some particular cateRories 
of pei'sonalty have been taken out of the Kciltaal property tax 
and treated in a special way. And in not a few. states, the 
recent movement in the direction of tax r<‘form has consistc'd 
in an attempt to modify the strict limitations of the constitu¬ 
tion so as to ix'i'init of the inti’oduction of this system of a 
classified property tax. 

I. The Classification of Property 

That, the movement toward a classification of property for 
purposes of taxation is a step in advance will scarct'ly be ques¬ 
tioned. For anythinfj: that releases us from (h'lrendence on 
the general property tax, as ahtiost evcaywlns'e understood, 
is warndy to be w(‘lcomed. More re<tently, howevtT, there 
has developed a. situation which is calculated to giv<' us all 
pause and to haul us to study the problem from a new point 
of view. What we refer to is the fact that in one of the most 
advanced states, New York, which was unhampered by its 
constitution, which had by law taxed certain kinds of personal 
property in a special way and at a special rate, and which 
had in practice well-nigh e.xempted other forms of both tangible 
and, intangible ))ersoiialty,.in this stale the need has re¬ 

cently ari.sc'ii for a vastly incre.M.sed revenue*, for the pur|)oses 
both of lh(? stale and of the (dty of New York. It was e.sti- 
mated that, to put the state on a sound fiscal basis, an addi¬ 
tional revc'nue of from at least twe'iity to thirty millions 
would be tK'cded, chie'fly in order to (hdray the* intere'st and 
amortization costs of the large; debt, incurre'el, anel heivafter 
to be* imairreel, for the enlargement of the Frie Canal and 
for the e*onstrue*tion of a,ti im|)re)ved system of state high¬ 
ways. In the City e)f Ne*w York alone, a .similar aelelitional 
revenue of from twenty to thirty millions a year would 
be re(iuire*el partly b(*e;ause of the; aeloption of the pay-as- 
you-go polie:y e)f financing capital impretve'me'iits, partly be¬ 
cause of the e'xige*ne*ie*s of the Rapiel Transit situation and 
partly because* eif lire* n(*e*de*el e'ontrileutions te) the state re'venue;. 

The suelden inje*e*tion of the*se' aelelitional eebligations into 
the Ne‘W York situatieen have* raise*el the; enitire* pioblenn in a 
much tnore acute; tbrm than anywhe-re else. For in most com- 
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monwealths whrrc tlierc is a niova'iuont toward a olassifii'd 
property tax, the prohleiu is primaiily one of justiee in taxa¬ 
tion. It is in a (wtain sense an ethical, raiher (han a fiscal, 
prolilein. It i.s not so much a question of securing more rev¬ 
enue, as of suh.stituting a su|)erior for an infi'iior method of 
securing th(! same revenue—a revenue that might be ex¬ 
pected gradually to increase with the progi-ess of wealth and 
population. But in N(‘w York, where the old general prop¬ 
erty tax has in a kirge measure disappeared in ])raclice and 
where the evils of uiKHiual taxation, although by no means 
absent, an^ not so glaring or so .'icntely felt- as in those stat(‘s 
which still make IIk' vain attempt to enforc(> tlu' t;ix with 
rigor, tlu^ real problem is that of securing a greatly increased 
revenue, without- imposing upon real estate' a rate of taxation 
which would be so high as to b(' virtually confiscatory. It 
is of course, not intended to deny that the need of increased 
revenue is not being more and moi'c strongly felt in other 
states; but in none of them, l-ci oui' knowledge, has such a crisis 
been suddenly pn'cipitatc'd upon an unpi'e])ai'ed public. 

Tbi.s situation has cau.sod a rude awakening to those who 
have always considered New Yoi-k in the forefront of tax 
reform in that the Ifmpire Htate lias made greater pi’ogress 
than most of the othei' commonw('allli,s in its practical de- 
part-ure from the old gc'neral jiroperty tax. d'he exigencies 
of the new situation led to f-h(! appointment both of a State 
Legislative Committee and of a Aliiyor’s Tax Committee 
in the City of New York, and ,'ire thus causing a reconsider¬ 
ation of the entire problem. According to the views com¬ 
monly exi)r(;.s.sed, t-b('re art! only two solutions: either the 
continuation of the present New York system, which would 
mean, lii practice, an immensely inci'C'ased tax I'at-e on real 
estate; or, on the other hand, the iittc'iiipt to tax in a greatly 
extended form those cla.s,ses of tangible and intangible per¬ 
sonalty which are now either taxi'd at an insignificant rate 
or not reached at all. 

Whereas, therefore, in most- of the slates which still have 
the old general property tax, the movement towai'd a classi¬ 
fied property tax might be wi'lcomed as a means of escaping 
from an antiiiuated and increasingly unendurable system, iii 
the City of New York which already has the new system in 
part, the problem arises as to whether we shall still further 
develop this new system or cut loose from it entirely. The 
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problem, in other words, is not so much the superiority of a 
classifiecl property tax over the old geneial property tax (which 
in practice no longer exists), as the I'clativc advantages and 
disadvantage.s of a classified property tax compared not 
with the general pi'opcrty tax, but with sometliing that is 
possibly better than either. 

Hegarded from this i)oint of view, the short,comings of a 
classified in-ojicrty tax an; obvious.' 

In i)ractice a classified ))ropei'ly tax must be a low-rate tax 
on c(n-tain forms of pcu'sonalty and espi'cially of intangible 
personalty. Such a system has been in vogue for many dec¬ 
ades in Pennsylvania. Here', however, we art; told by the 
Pennsylvania coininission of 1011 that the low-rate tax on 
personal proiterty has been only “more or less successfully 
collected.” The .sole part of the tax which has been a, con¬ 
spicuous sticcess is stated to be the tax on mortgages. Yet 
in tin; state of Nmv York any aftt'inpt to levy (wen a low- 
rate annual direct tax on moilgages would meet with the 
strenuous opposititm of Iht- real estate interc'sts, larg(! and 
small, at all events in all of the cili('s, Ix'cause the (experience 
of a decade ago has convimx'd (>veryone of the undoubted 
economic truth that under the conditions existing in New 
York a direct tax on mortgages is iiu'vitably shifted to the 
borrowin'. 'I'lie commission further tells us that “so far as 
Pennsylvania clings to the personal property tax in vogue, 
in other states, by attempting to tax other money investments, 
she undoubtedly suffers the same failure as the other states.” 


*As the i)iirpo,sn of the oriKiiud iiililress, from whicli tills eluipter ts 
reprinted, was to iirevent the state of New York from ado|)ting the clas.si- 
fi(!d property tax, esjiceial stress was laid on the defects, rallier tlian the 
merits of tlie syslem. The object of tliis address was attained, and within 
a few years New York followed the .idvicc here jirotTered. 'the defects 
of the sy.stem are inininiized in C. J. Bullock, “A (Classified Properly 
Tax” in I‘roi:miing« of the, Third CoiifiriiKx of the, National Tax 
Associaliou (IdlO), |). %. .After Professor Bullock’s failure to per¬ 
suade Massachiisells to accept his [dan of reform, he .somewhat modi¬ 
fied his view in “'I’he State Income Tax and the Classified Property 
Tax” Tenth Conjerence (B)17), p. tid'd. I'’urlher ex|>erience may lead him 
to modify his conclusion that, “the slate income tax should not be re- 
(^;rded as the rival, but rather tin; com[)leiiieut, or het])mate, of the classi¬ 
fied pro))erty tax” (p. ti84). Prof. II. I,. Ti(d,z, The Classijicalioti of Prop¬ 
erly for Taxation, (tolurnbus, 1919, takes the more defensible position of 
“setting forth the advantages of classification as a preliminary stage of 
tax reform.” 
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The eoniinissioti jjoiiits out that securities as well as moneys 
on deposit are not reaclied “i)ecauso there is no source of 
infoiTiiatrion (except (Ju; hoiu'sty of tin; p(!r.soii niakiiiK tlu; 
return,” In other words, the official verdict on fhe situation 
in Pennsylvania is that the low-rate tax on intannihle pei’son- 
alty, apart from the tax on mortsages, is just ahoiit as 
much of a failure; as the ordinary lax levied el.sewliere on 
jK'rsonalty. 

In ('.onnecticut, llie low-rate tax on choses in action has 
l)('en (‘iiforceil since' ISftO.' lUit, ;i,s e've't-yeme' who is ae'eiuainteel 
with the' exjiielitieen kimws, it is idmeist ei e'eanple'te' hiiee'.- In 
Marylanel, wlmre' the' leew-rale; tax eui e’eatain inteingihk's (.se- 
ciiritie's) was intreeeliie’e'el in IMtll'’ anel h.as Iie'e'ii aehninistereeel 
hy ollici.'ils eif re'inarkahle' .'ihility, the'i-e' is nee ])re'ten.se; e)f any 
iele'u, that le'eil e'eimility in lax;ilie)ii is athiine'el eer that gre;at 
cvasieins .'ire' neet prae'lice’d. Outsiele' eif lialtiine)re' at liirge the 
.syste'iu is e'eeiu'e'ele'el te> he; a iie>te)iie>eis failure'.' 

J'lven in the' st.ate's wlieae' fhe' jefen-m lais he'cn iiilrexIuexHl 
meire; lece'ntly ;inel vvlu'i'e seeme e'lieaeiiniging preegre'.ss has bce;n 
meiele unele'r the' guielaiice' eef e'lfie'ie'iit pe'rmanent lax e'Om- 
missie)ns, it is fo he emphasize'el that the' leiw persenialty tax, 
what.e'ver imiy he its aelvantage's eever flu' del ge'iieial pro|(erty 
lax, h.'is nett, proveel a conspicuous suea'e'.ss as ;i souree of large 
aelelitie)ntil re've'iiue'. In Hliotle' Isltuiel, wlu're the' low-rale tax 
ern inftuigihle's wtis iniretelue'e'el in 11)12 tinel whe-re', its is ntitural, 
the; asse'.ssmeent e'onsiele'rethly incre'tise'el, it is iiviiietssihle to as- 
eteihiin whe'the'r the re've'uue from this chess of persoiiiilty is now 
metre or le'ss thein hefetre'. It is fet he; ethse'i'veel, hetwe'ver, that, 
elespite the' nettetrietus eseaiite eif inlangihle's heefetre the; eniU'tment 
etf the new l;iw, the; increase; in t he a.s.se.ssieient etf intangibles has 

' In 1SU7 llic rale wtis incrcascil friitii 2 In 1 mills. 

-Cf. F. li. Kairi'liilil, “HcKisIralieiii ’raxi's on liiltingililcs, with iSj)ce;i:tl 
licfcrt'niM' to till' ('iinncctii'iil. tllio.s('-iii- \cli(in'tax,’' in I'niceoli/itj.t of the 
Twelfth Aitniuil Oonfcreiiee of fhe Nolioiiol Tax Assneiollo/i, 11120, p. 1.52. 
Professor Pairi'liilil e'inpliiisizi's (he penertil peisilinn taken in tliis chapter 
hy .saying "lliat, tlie-re; was a reailine.ss, allogelher loo o|>finiis(ic I think, 
to eisstimc that the lenv'-rate; laxalion eif inlangible.s has liei'ii a siic- 
ce,ss.” 

■’ At the reiti' of ii mills for local purposes. In HIM, I )2 mills wi-re; ailileMl 
for state peirpo.ses. ^ 

■'The as.sessment of se'i'iirilies in HIH) outsiele of Haliimore; city ;inel 
counl v wees $.‘15,107, Hill out of a joint property as.sessnicnt. of .$472,(127,072. 
(f. Third Hicii/ml Report of the Stale Tax Commission of Maryland, 1920.— 
pp, -is. 
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been only slightly mote than that of real cslabt,' and that the 
tax commissioners do not attempt to conceal their disappoint¬ 
ment.' In Minnesota, where the law was introduced in 1911 
and where exact (comparative figures an; ascertainable, the 
revenue at first actually fell off; simce then under an admirable 
administration the revenue has grown substantially but is 
still (■omi)aratively insignificant.-* In tine years U)l 1-1914 the 

'The figures anc as fcillriws: 


Aasrsfimeul of 



Rcdl Estate 

Intangibles 

1912. .. 

.. ..St:!2,200,,s:i,s 

.$it(i,7.').S,S72 

i!)i:i... 

. . . 410,7:J2,.ali0 

11.5,1-20,140 

1014. . . 

. . . 4.'-)9,(i.yi,20(i 

i2:!,o,5:i,4.-11 

lot.'). . . 

. . . l(iO,.'i7.5,n,S,S 

I2(;,71.5,.504 

lOlti. . . 

. . . 47,S,7.S2,040 

i;i.5,7.-i(i,.-i47 

1917. . . 

... 400,lil.'i,7(ll 

14.5,027,.5.-11 

101,S. . . 

. . . .'■)I(),0I.5,710 

110,.5.54,0()() 

1010. . . 

. . . .'■)2r>,4l0.4,Sl 

l(.iS,077,:ilS 

1920. . . 

.,. .5oo,i:i4,:i.S(( 

203,490,4(iS 


The above figures of intangibles ineluile only the intangibles locally 
asacB.s(‘il, and not the securities of eorporations, trust eoinjnuiies and bank.s, 
which .arc .subject, to what are elsewhere called (an-poration taxes and 
which in Khode Island were formerly, in part at least, siibjc'et to local 
assessment. It. must also be rennnnbered that tln( new law |)eri)iit.s thf! 
offset for indebtedness agaiirst certain int.'ingibles and not, as formerly 
against tangibles, thus nslucing the ta.xable amount of intangibles. 

'“This incre.'use in th(( assessed valuation of inUingibles, balls far .short, 
of reaching anything like the fidl amount, of such proi)('rty taxable in the 
state, and in some' cas('s its absence from the tax roll is inexplicabl(( ("xcept 
upon the hy))otln'sis that th(( omission is intentional.” liiglilk Report of 
llu; Tax ('omiiiunu)niTK made to the dorernor of the i^late of Rhode Istniul 
for the liieiiiiial Period, t919~19d0. Providence, 1021.—|). 17. 'Phis reads 
like the old com])lainls before the adojttion of the sy.st(™ of (classification. 

' The figures an^ as follows: 



Number assessed 

Assessment 

Revenue 

1910 . 

.$ 6,-200 

*1:5,919,800 

*.379,754 

1011 

. 41,4:19 

115,481,807 

346,445 

1912 , 

. .50,.564 

i:i5,:5(i9,:5i4 

400,107 

191.-5 . 

. 57,008 

150,969,892 

470,909 

1914 . 

. 7:1,206 

I96,548,:507 

.589,644 

1915 . 

. 7:5,062 

21-2,1:54,901 

6:56,104 

1916 . 

. 74,219 

2:54,130,268 

702,.588 

1917 . 

. 87,088 

■2S4,9()8,H75 

854,907 

1918 . 

. 98,502 

;5:50,:500,219 

990,900 

1919 . 

.109,215 

:559,708,976 

1,079,399 

1920 . 

.127,471 

437,628,:571 

1,312,880 
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tisscssment of infan}iil)l('s iiicmiswl from .f 115,676,]20 t( 
S197,625,!)14; but in Uk- ScUiie poriod tho assessment of rea 
estate (exclusive' eif teewn iinel city le)ts) ine-i'ceise'el far more 
nanu'ly, freeni .1f6(i),!)3(),374 lo .'i|;S72,296,355. Anel in 1914 the 
assessme'iit eel inlanf^ilele's wees still i)itifully small wheen ccjin- 
liare'el te) the' asse'ssme'iit eef eellie'r preepe'rty in j;e‘>i<'ral—the 
liRiires be'iiifi 19(1 anel 1,175 niillieais eef eleeilters reespe'ctivelyJ 
In fact tile' able' lax e'oiniuission li'lls us ve'iy fremkly: “It is 
eiexibifiil il llu' |■clm■ns this ye';ir, larfiee as llieiy are, re'pre'sent 
meiree than eaii' lliiiil eil what, tlie'v slioeilel be;. ' Finally in lewa, 
wlu'i’o tliee le»\v-ra(e (ax was ini retilni'e'il in 1911, tliee re'veimie was 
new unelenibte'illy nine'll smaller than be'feire'. It is true that 
unek'i' thei lU'W law sonii'wliat more' “meine'.vs anel crcelits” were 
assesse'el: but as llii' ne'W rati' was only 5 mills the proe'i'eeis were 
actually nini'h li’ss. I hi' I'xai'l tiyui'i's are not asi'ortainablc 
from the auditors re'poi’Is without laliorious computation; 
but a. me'mbi'i' of the slate' (ax I'onimission state's that the 
amoemt of ri'vi'nni' was ri'dui'i'd at li'ast one'-half.'' What- 
evi'r, Ihi're'fori', may be I'lainii'd for the' low-rate (ax, it eloe^s 
not si'i'in probalile (hat the' amount of aelilitional revenue which 
it woulil e|uii'kly yii'lil would bi' its slron,n point. It is alto- 
Ki'thi'r liki'ly lhal whatevi'r (In' ultimate revenue' micht bi‘, 
it woulel be slow in ilevi'lopiny.' It is hence questionable 

' III UI20 llic siliialiiin was alicinl (lie same, tlm (ii'iircs hciiiK 4:i7 anil 
2,11.5 millions rcsiicclivcly, and llicrc liai'ine; heen no ri'asHcssincnt of real 
csiatc in lliat year. 

Rriiort I'f (hr Minn. Tn.cViimfiiist<ion, till I.—p. 74. Tlii'y aild: “liul \vc 
arc making piiierrcss. . . . While wc may ni'vi'r sni'cce'd in reaching 

all of l.hc property, even under the present, method, yet we belii've, all 
things eon.sidered, that it is a deeiiled im)irovenienl, over the old gi'ni'ral 
property system.’ In this I'oiiehision every one' will of eoni’sc ooniair. 
Ni'vorlheli'.ss, the chairman of the' eommis.sion, Mr. Lord, now (11)21) 
strongly urge's the ailoplion of an ini'ome-tax law, 

■’Profi'ssor ,1. (i. Hrinelh'V write's that. “I am not. able to give you a 
statemi'iit of till'ai'lual ri'vcnne di'riveil. . . . Uuf in view of the fact, 
that the listing of moni'ys and eri'dits only slightly ineri'a.scd, the lunount 
of revi'iiue very mati'i-ially dcerca.sed. . . . li is safe to say that the 
amount of revenue was ileiTeasi.'il by at. least one-half as a re.siilt of the 
new law.” 

■‘While it is true that the ri'venue from the' tax late-r on graihially in¬ 
creased, the change' iliel not bi-gin to ki'i'p pai'i' with tlm ini'rease in »hi' 
getieral state ri'Vi'iiui'. This is apiiari'iit from the' table on the next page. 

In the note imlilishi'd in Tin: QuarUrb/ Journal of Ecomrmicx, xxx 
(Hllti), pp. .aS.S-.hOri, Professor Hrindley expre.ssc,s the opinion that the' 
real exiilatial.ion of the lack of success of the cla.s.si(ied iiropcrty lax in 
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whether the project would he of advantage in (iomnionwealths 
situated like New York. 

Moi'(«ver, while freely coiioedinK the iiiestiinahk! supe¬ 
riority of a olassilied property lax over the existing geiua'al 
property tax,' it must 1)(> reinemhei'ed that even if ih(a'(! were 
ail entirely aduiirahle administrative system in voRue, and 
even if the fiscal results were wholly satisfacloiy, there still 
are two considerations which should Kive us pause. The 
first is that under moilern economic conditions no altianpt 
to assess a lax on intaiifrihle per.sonally can ever he com¬ 
pletely succes.sful. 'I'lu^ ji'cneral property tax arosi* at. a lime 
when th(! ('conomic unit was local in charaider and when it 
wa.s entirely possihk' for tlu^ local administration to assess 
the i)ro|KTty of IIk' individual. 'I’he same was true to a lai’KO 
extent of the ('arlv conditions of American (aaiuomic life, 
and it is still in |)aii true of th(‘ more priniilivi; of our rural 
communitie.s. lint under our modern industrial and capi¬ 
talist development, the basis of personal property has be¬ 
come national or even international insli'ad of local and the 
great mass of per.sonalty is now of an intangible character. 
Under such conditions and ('specially where the old and still 
surviving political and legal consaha-alions run athwart the 
economic facts, llu' attempt to reach intangible personalty 

Iowa is ilcfcclivc ailiiiiiiislraboti. ,V fi'w years later, liowever, l‘rofes.s(ir 
nrimlley e,\press(.'(l lii.s |irefci'eiiee for a state incoiia! lax. llistorij oj Tux- 
atiiiii ill lomii, 1U2I, p. 51. 

Sliilislics of the Iowa Tax on Intanqiliku 


Elat rale, lax Stale eltare 

on. iiionei/ anil ereitit.'i of JIal lax Total slate reeenue 

1912 .$'.11.5,!>!)() $77,:i70 .$4,'),S:i, IfS 

1913 .1,053,.5(13 88,0.53 .5,123,111 

1914 .1,250,143 97,784 (),10O,()()0 

1915 .1,370,809 102,111 (>,700,484 

1910. I,.530,293 107,214 8,540,040 

1917 .1,019,773 109,882 9,230,819 

1918 .2,180,344 193,839 11,509,058 

1919 .2,341,389 202,035 13,908,135 

1920 .3,137,938 238,791 20,22.5,742 


‘ This sniierioril-y has recently been strikingly attested in Kentucky, 
since (he intnahie.don of classification in 1917, as appears from the fnl- 
lovying figures of revenue from intangibles as compareil witli land: 


1917 1921 

Bank deposits.$ 01,474 $ 284,101 

Intangibles. 378,129 1,233,074 

Lands.2,154,321 2,943,218 
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meets with almost insiipenil)l<> difficiiliies. hlspecially in com- 
immities like New York (!ity, whieli are situated at tin? state 
border, tlio opportunilies for evasion are singularly multiplied. 

It will he replied that a low-rat(‘ ta.x will remove this temp-' 
tation to evasion. nni.st, he i'ememh(!red, however, that 
cv(ai a lour or live-mill rale r(\|)re.sents in a large mass of se- 
(airities an income tax of ahout ten pi-r (aait; and he would indeed 
be o[)timislic who holds that such a burden would not he ap¬ 
preciable, or would not k'ad nu'u into temptation. Any sys¬ 
tem of taxation which needlessly multiplies the temptations to 
evasion is to d('precaled. I'lider th(> existing l(>gal system 
in the Ihiited States, the coidlicl. bel.w('('n location and r<«i- 
dence in the mallc'r ot the ta.xation of [K'l'senal property is 
indee<l an irrepressible contlict. 'the result, even with the 
most, admirable administration, is bound to be inequality and 
injuslic(r 

But, tlu^ seeond consideration is still more weighty. For 
the objection inhei'es in tiu' very llu'orv of the properly tax. 
As we have h.ad fre(iuent occasion to point out, under modern 
economic conditions, iiroixaty and e.s])ecially personal prop¬ 
erly, is no longer a satisfactory index of tax-paying ability. 
Wealth in modei-n limes is d('rive<l to a continually larger 
extent li'om rc'lalions, fi'om o|)porlunities, and from all manner 
of e.xertion more or le.ss indirectly, or not ;it all, connected 
with propei'ty, llug(‘ ollicial salaries and larg{' prolessional 
incomes are a. common occurrence to-day and would go en¬ 
tirely free und('i- .a pi'operly tax. Individual and corporate 
profits derived from good-will, from franchi.ses, from gov- 
verimumtal favors and oppoituiiilies constitute' an increasing 
(low of wealth which is either not at. all, or only in part, in- 
(eorpor.atcd into changes of capiled value. Business men in 
general throughout the' Fnited Slides are slowly coming to 
the conclusion that their tax-paying ability is in no direct 
relation to tlu'ir slock in trade. In certain classes of enter¬ 
prise like forestry, for ('xaniple, it has come to be almost 
universally recognized that a sysli'in of taxation based on 
property is opposed to th(! best inten'sts of the community as 
a whole. 

It cannot be denied that in the case of real estate in general 
and especially in the case of city real ('slal(', the advantages of 
an assessment of |)roiierty are great: but it is to be remembered 
that in such cases every chang<! in profits or yield is at once 
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i'(;fl(‘(^tc(l in a chaiifjc" in t.lio capiial vahu? of tho proporfy. As 
has just bco'ti pointed out, however, this consideration is true to 
a much smaller extcmt of the sreat ma.ss of modern i)rofits or 
incomes. To the e.xtent. that it is not tru(\ property is losing 
its former vahu' as a crit(!rion of tax-paying ability. 

It is largely for this I'eason that, any kind of a tax on per¬ 
sonalty would not be only unpopular but hazardous in a larg(> 
center like N<!W York City. Merchants’ stock in trade is 
now virtually not taxed at all in New York. If it wen' to 
be assessed at what ought, appear to be evaai a, comparatively 
low rat(', theri^ would be grave danger of its seriously inter¬ 
fering with the ijrospcu'ily of Ni'w V’ork as a, manufacturing 
and joblhng center. For the stocks in trade of many busi¬ 
nesses in New York .are out of all propoition to their profits. 
And if in addition an attempt should be madi^ to levy ev(!n a 
small tax on intangibh' personalty consisting of s(‘curities 
and bank deposits, it is clear that the financial dominance of 
New York might be vc'iy seriously menacc'd, becau.se even a 
low tax on such prop(;rty would be out, of all proportion to 
the profits frotn the turnover of the property. VV’hat is true 
of New York City would conu^ to Ix! true before long in a 
corre.sponding degrees of other large' e'emimercial anel liiian- 
eial communitie's. 

Led, us re'e'eegnize the fact, the'ii, one'e anel few all, that a sy.s- 
teem of prope'rfy taxation, e'xe'e'iet in sei far as e'e'rtain forms 
of real e'state are eenice'rne'el, is unsuite'el tee nmelern e'esenomic 
conelitions as the orelinary a.iiel |)rincipal .soure'e eef reevemue, 
he)wever .strong the argumemts may be; fetr its utilization in 
exe'c[)tional crisees as in the; Fiu'eepean po4-bHlum situation. 
Let us beelelly face the sitiudieen anel e'einfe'ss that, while a ckessi- 
fied preipe'i'ty t.'ix may e'onstitute' the' emly pej.ssible steep in 
aelvance lor tlm.se' state's that are' still tieel u|) by a rigiel e-on- 
stitution, the; se-he'ine' is inapplie-able to, eer unele;sirid)le; feer, 
those state's whie'h are ineere' fbrtiinate'ly situate;el frean the 
constitutional peeint, eef vie'w; iinel that eve'ii in the feermer class 
of statees the e'lie'rgy that is be'ing eleeveleepe'el in the; [)re>mot,ie)n 
of a classifiexl pi’eeperty tax might more; [ireefitably be; directexl 
to what is at all events a more thorough-geeing reemedy. 

t 

II. The Income Tax 

What then is this better remedy and what is the next step 
for states like New York? We have no hesitation at the present 
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time in answeriiif!;: the su))stitution of income for pi'opcrty as 
the iiasis of taxation. 

This will perhaps come as a surprise from one who has uni- 
fomily resisted thc^ introduction of a state income tax in the 
United States.' Sevmal things must, however, he rwnemhered. 
In the first place, we have now for nioro than twenty years 
heen striving, as host, we could, to call attention to the short¬ 
comings ot i)ro|)erty as a theoi'clical basis of lax-paying ability. 
In the second place, we have always advocated the iiolicy of 
taxing coiporations on a net-receipts or income basis. Thirdly, 
we have always been in favor of a h'deral income tax in gen¬ 
eral and have contributed oiii- modest .share toward the elah- 
oration of tlu^ pre.sent act. d'he struggle over the ratification 
of the sixleenth auK'iidment was .so acute in important .states 
like New York that any advocacy of a state ini’ome tax would 
surely have kilk'd the prospc'cls of ralilicalion. In the fourth 
place, our objection to a slate income tax has heen almo.st 
entirely due to the belief that, with the administrative methods 
then almost uniformly in vogue, it would be just about as 
difficult to localize' income foi' purposes of taxation as it has 
been, and still is, to localize' propi'i'ly. 

Two events, howe've'r, have ri'cenlly occurred tei cause a 
re'appraisemi'iil. eif the .siln.'ilion. In the' first, place, great 
progress has be'cn made in the dire'e'lion eif a cenlralizeel state 
aelminislralion. In Ni'w York we* neiw have unele'i' the law of 
191.5 at all I've'nls a elislinct ste'p in the elirectiein of more effi- 
cii'iit flsc.'d aelminisl ration. Of gre'ater signitieaince is the 
tact. that, the situation has been I'lilii’i'ly altere'd by the intro- 
eluediem of the feeleral ine'omi' lax. We' have now geitten people, 
and I'.spe'e'ially busine.ss pi'o|)!i', aia'uslomed to an ine'eane tax; 
anel whilei there are still grave probh-ms lei be solve'd anel im- 
provwnenfs to be se'curcel, it may be slate'el, without fear of 
contraeliction, that, the* income' tax has e'ome lei stay anel that 
in [irinciple it is imt seriously opposeel by the community. 
With the existence of this neiw tax, which is sue'i'eissful so far 
as it goes, there arises the hitiu'rlo I'litirely unexpi'cte'd jiros- 
pect of a state income tax being able tei lean up against the 
federal tax, so as to avail itself of the^ feeh'ral returns anel to 
be able in this way to minimize a great part of the diffieulSes 

'Till' I'arlieir atlitiiele' eif thee aiilhor in d('|ii'e‘("atinK st.ato ineeomo taxo.s 
white' urging a foileeral ineeeitnc tax may ho .soon in llio 1011 and 1014 extitiona 
of his work entillexl The Incotne Tax. 



652 


ESS AY K IN TAXATION 


which would otlierwisc afiuch to an indopcndcnt state incomn 
tax. 

An example of what we mean- nnd it is noteworthy as beiiiK 
the pioneer in this coimlry—is the (.'onneclieiit law of 1015 
impo.siiif!: a state tax on husine.ss corporations. When the pres¬ 
ent writer was .summoned by the Connecticut inanufaeturcrs 
to advise them, he found them up in arm.s against the lU'opo- 
•sition to introduce into their slate the Hhode bsland system 
of corpoi-ate-excess taxation which had only recently beam 
adopted there. It was our good fortune to be abk' to advise 
them as well as the k'gislatnny to prefer f.o any schenu; of 
property tax a system of taxes on business income based upon 
the fedei'al law. Huch a. systimi was finally worked out by 
Cominis.sionor Corbin of Connecticnl, and the result was a 
law whereby business corporations in Connecticut, duplicate 
for .stale purpo.s(‘s the n'lurns made by them to the federal 
government. 

Our suggestion, therefore, is that in New York as well <as in 
other states which arc ready for this next step, the entering 
wedg(! which W(' find in Connecticut should be pushed further 
in, and that an income tax should be a.s,sesse(l i)y the state 
tax i'onmn.s.sion accoiding to a law which would lie lai'gi'ly 
patterned on the federal act and which would re(iuire as far 
as practicable a <luplication of the returns handed in to the 
federal goveiument. 

New York is in fact now even better fitted for the inlroduc- 
tion of such a system than are some of the other slates. For 
so large a pai'f of all individual and corporate inconu's is 
received in New York that even a very sm.all rale would yield 
a large additional revenue. Fven ;issuming that only an addi¬ 
tional normal lax of one pel' cent, were levied for slate purposes 
and another one per cent for municipal purposes for New 
York Cit}', the added revenues would yield an income entirely 
ade(|uale to the pre.seiit and future fiscal needs of the stale and 
city and would render unnecessary the re-imposition of any 
so-called dii'ect slate lax. Whal is true of New York is true 
to a large extent of the other prominent industrial states; 
and even in the remaining stales, which are ready for the 
ne^t stop of such an income lax, the income tax might, 
especially if the excmiiilion were lowered, prove to bn at 
least an acceptable substitute for the personal property 
tax. 
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The luioption of any such plan would of coiifse have to 
be tliousht out very carefully. 

The rale of taxation foi- state or for local i)ur|)oses should 
be only the normal rate of one per c(‘nt. If a f!:ra<luated scale 
were introduced, as in the federal fax, it inifiht easily happen 
that, the combined federal, slal(^ and municipal taxes on 
larf!;(! ineonu's would riiach a figure which would probably 
be considered ffrievous or even conliscalory. A one p(T cent 
tax for .slate pur[)oses, or at the outside a two per cemt, part 
of which might be returned to tin' localities, would be as much 
as it would bo prudent to add to the federal lax. 

On the otln'r hand, the high exemption which is tiow granted 
under fh(‘ f(‘d(‘ral law ought to l)(> rciluced. The limit of cx- 
miiption should certainly foi' slat(' and local pui'iioses, be 
brought down to at least .S2,I)(K), and perhaps even to §l,,')()l). 
Ihir whatever may be said as to the desiratiility of making 
larg(' ex('mptions in the h'di ral lax in order to serve as a make¬ 
weight to the inlei’iial revenue and larilT t.axes, tin' argument 
would ]iot apply to state ••ind local taxation wdiere there are 
few, if any, l.’ixi's on consmn])lion. If, however, the limit of 
exemption were rcduceil, tin' revenue would be correspond¬ 
ingly augmenl('d. Here again, the ailminislralion of the law 
would be greatly facilitated by an amendment to the federal 
.act requiring ;dl pei'sons with .'i gioss incijiiu' (not a net in¬ 
come) not ('xceeding (In' minimum exemption to mak(‘ r('turns. 
d'his would in .'dl likelihood ri'iidei' unnecess.'irv tVw if any 
new or additional ri'lnrns to the slate ollicials. 

An inipoi'lant point is as to who should be .subjected to 
such .'in income lax. 'This phase of tin' subject is really the 
most rlillieull. It has three ililb'i'ent aspects: (1) alTecling the 
residence of tiu' taxpayer; (2) dealing with tiu' proportion 
of income subj('c(. to stale' law; anil (3) having reference to 
the relation of individual to corporate taxation. Let us say 
a word about I'ach of Ihesi' points. 

All incomes arc in last resort I’cccived by individuals and, 
on the other hand, all incomes are di'rived either from prop¬ 
erty, from earnings apart from pro|ii'r(y, such as professional 
salarie.s, or from exertions or relations which may or may not 
b(' conni'cted with iiroiierty and which ari' usually sumnflid 
up under the general name of busine.ss. The ilillicully arise,-- 
from the fact that thi' source and (he recipient of the income 
are not coterminous. The one may be within the state, the 
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other without the slate. In a federal income tax, these prob¬ 
lem,s arise only in inhu'nalional relations and are of minor 
importance. Rut within tlu; several commonwealths of a 
union or federation, (he subject assumes !;rave dimcn.sions. 

From the ideal iroint of view an income tax might be con¬ 
sidered as a strictly |)er.sonal lax, and the recipient of the 
incomes would then pay a lax in ai'cordancc with the income 
received. But umha- existing conditions, both political and 
legal, such a theoiy is inapplicable to a state income tax. We 
should have the same difficulties th.at now confi-ont u.s in the 
general iiroperty lax, where the co]it rolling consideration 
is the legal r('.sidence of the tax payer. It is therefore e.ssential 
to adopt another theory of lh<‘ income lax; the theory, that 
the tax is im[)osed not only on the recipient, but also on the 
source of the income, making provision, as we shall .see later, 
for the avoidance of double (.■ixalion. in other words, just 
a.s we .sometimes sjx'.'ik of a property lax being imposed either 
upon th(‘ i)rop(‘rty or upon the pi'operly owner, so we can 
conceive of (he income (ax as a tax either on the income or 
on the recipient of the income. If the latter is calk'd a tax 
on the person, the foi-iner may Ix' called a (ax on the thing, 
that is on the income irrespeclive of the recipient. The one 
would be a |)er.sonal lax, th(' other would be an impersonal tax. 

This distinclion is of Ihe utniosi importance, for it would 
otherwise b(! impo.ssible For .'i stale to reach incomes which 
are earned or derived williin Ihe stale and which are linally 
paid over to individuals having a residenc(^ oiilskk; of the state. 
With this double conceplion of Ihe inc(jnie (ax, however, which 
is in harmony with (he jurisprudence of (Ik^ .subject as thus 
far elaborated in the I'niled Stales, the solution of this par¬ 
ticular difficulty is simplilied. 'I’he incoiiK^ t;ix must be treated 
not only as a lax u[)on the inconu's of legal residents of the 
stat(^, but also as a. tax upon all incomes earned or derived 
within the stale, iri'especlive of Ihe legal residence of the 
recipient. In tlu; latter aspect it might be called a business 
tax; but we hesitate to us(‘ this term because it is not broad 
enough, and Ix'cause the income may be received by some¬ 
one who is technically not in business at. all. We prefer the 
vdtbal distinction betweem a (ax on the .source and on the 
recipient, of the income. 

'Fhe pratdical result is that there would be subject to a state 
income tax not oidy all the persons legally resident within 
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tho state, but also all iticoines (^niiul 'or receiviHl within tln^ 
state, whether these inconies are derived from projierty within 
tho state, from business carried on within llu^ stale, or from 
relations or jn'ivihiffes existinjf within the state. 

While the adminisiralive dillicidties of such a dual in¬ 
come tax would not be Ki'eat , tln^y wotdd lu' largely diminished 
by another suKRested alteralion in Ihe hsh'tal tax. In the 
first year of the oix'i’ation of tlu^ hsleral law, returns were 
made by individuals al I heir plac(‘ of busim-ss. In the second 
year, lln; option was siven of makiufj the reinrns eilher at the 
phute of busine.ss or at Ihe place of r(‘sid(‘nc('. It would be 
a com|)aratively simple mailer foi' liie federal law to re(inire 
a return ol the slate or slates wheri! the income was derived 
as well as of Ihe lei;al residence of tla? recii)ienl. 'I'liis would 
afford an effective conti’ol of tiu' reinrns. In a. metropolis 
like that of New York, for inslaiice, where a larye part of tho 
ineonu' earneil wilhin th<‘ city is received by non-reshhmts, 
this problem is of speci.-d im])oi'lance. .-Vlrnost every im¬ 
portant income (ax in (he world, it may be said, includes this 
double a.sjK'cl of income. 

It is obvious, however, th.al if we lax both incomes e.arned 
and incouK's finally received wilhin Ihe slate, some rule must 
1)0 laid down as to (he relative proportion to be (aken by 
each taxiiifr authority. We (hns come to tIu' second of the 
points mentioned abov('. So lai- as thi' income from real estate 
is concerned, the problem neeil not. };ive us any trouble, for 
under (he accepted t)rinciples of .AiiKM'ican jiu'istn'udence and 
of justici' the income from real esta((‘ ounht to Ix' apportioned 
to the state ol i(s location. In (lu^ case of busine.ss incomes, 
how(!ver, .some method must be (hwdsed foi' taxing; only so 
much of fh(‘ income as is actually received or derived within 
the .state. II is here that we shall need some fed(>ral law, or 
.some deci.sion of the supreme courl, in oixler to briiiK about 
complete uniformity. As a matter of fact, several states 
includiuff New York already apply Ihe principle in the taxa¬ 
tion of corporations by utilizing th(' crileiion of irroporlinnate 
mileajre or proportionale asseds or proportionalcapital em¬ 
ployed within the state. And as lonf; as the pi'inciple of allo¬ 
cation is accepted, the exact method of devising a pracl.ical 
scheme! may safely br; hdt to the future. 

If, however, the sufTfiesI ion is adoptial, permitting munic¬ 
ipalities to levy an additional income tax under state law, or 
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(lisirihufing to loculiti*'s in gciicriil n poi’i’iMitngr of tlio stato 
incoiiic tax, it would liocoiiio noccs.saiy to iirovidc for a fiir- 
tlior ai)|)()rtioiiin('iit of incoino witliin tln^ .states lliein.selves. 
If New York (lity for iiislaiiee, W('re to levy an additional 
income tax, llie (inestion would .ajise in I lie ea.se of New York 
fmsinc.ss men living in We.stcliester {'oiinly, a.s to liow much 
tax they .should pay in New York. 'I'liis should of course 
be a matter for stale law to regulatiy and almost any rough 
approximation to e(|uaiity W'ould lx- adeiiuate, It might, 
for instance, he provided in the law’ that in such cases two- 
thirds of the lax should accrue to the place where the in¬ 
come is earned and that, oni'-lhird should he handed over to 
the place of legal I'esidence, or the ilisiribulion of tiu' stale 
tax to the localities might be on thi- basis of assessed valua¬ 
tion of real estate, which would have the great advantage of 
causing the localities to incri'ase tlu'ir assessi'd values, thus 
working in pri’ci.sely tin' oppositi' direction from the slate 
tax on properly, which noloilonsly leads to undi'i-as.se.ssnient. 

The third point adverted to above is tin' l•l'lalion of in- 
dividu.al and corporate taxation. Hen' again we see the ne- 
ce.ssity of IIk' dual conce|)lion of income. If the income lax 
he conceived of simply as a tax on tin' ultimate recijiii'iit. 
no tax on corporations would be legitim,'de. On the olhi'r 
hand, if the tax be considered one on the source of the in¬ 
come as w'ell, a tax on the incomi' of the corporation as well 
as on the dividends received by the slockhokler would be 
entirely legitimate if the corporation lax be regarded as an 
impi'rson.-d lax, Jxspeci.-dly would this be true if the cor¬ 
porate incomi' tax weri' extended to all busine,ss concerns. 
We .shiaild then have an impensonid lax side by .side with a 
pensonal lax. 

Whether Ihi' income tax should bi' applied to corporations 
in those stales which already have a fairly successful system 
of corporation ta.xes is a matter opi'ii to debate. In New 
York Slal.e, for example, ordinary manufacturing corporations 
are to a large extent, under the firaclical consiTUclion of the 
law, exempt from state taxation. There is no compelling reason 
why they should not be subject, to a slati' income tax under 
tlft: conditions mentioned above. So far as the jiublic-service 
corporations, however, are concerned, New York already 
derives a large revenue therefrom; and while there is no doubt 
that a reform of the state tax on corporations is entirely cic- 
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sirahip, it mifjlif lip just as wpII, in (irdpc not to multiply diffi- 
pultips, to pxpinpl llipin from llip inponiplax. All porporations, 
huwpvpr, arc still siiliji'rl in New York to local taxation on 
their pidii'p property tax. The complications connpclpd with 
this as Icaditif; to the adoption of the involved franchise tax 
are well known. It would he a H'reat slcfi in ailvance if there 
could be substituted for I his local lax on peisonal properly a 
local income lax to be assessed by (he slate board and to re¬ 
place the franchise tax as well. This would ni'catly diminish 
the objections on the part of local communilies which now 
dei'ive a snb.slanlial I'evenne from corporale taxes. 'I'hat 
in New York as well as in many otlu'r stales the coiporation 
taxes, both stale ami local, will iiltiimdely be put on an in¬ 
come basis, is scarcely o|)en to doubt. Hut as to the tempo of 
development, there may be leason.able ci’oimds for <liscussion. 

It is obvious li'om what has be('n said that it would be in 
every way desirable to abolish enlireh' (Ik! taxation of per¬ 
sonal propc'i'tv and to hav(‘ Itu' incoim^ tax serve as a sub¬ 
stitute Ihei'cfor. If this is an impossibility for political or 
constitutional reasons, it would be w('ll to consider the plan 
already adopted in Wisconsin, mnmdy, to permit the deduc¬ 
tion of .'U]y taxes paid by individuals on irersonal property 
bom the sums due for income lax. 'Fin's would, indeed, still 
neces.silale (he form of properly asse.ssmeni; but the result 
would virtually be the same. Moi'eov<'r, tlu' piTik'se which 
has been su);}fesl('d of jrermilliiiff localiti(‘s to choose an addi¬ 
tional income tax for local purposes, to be li'vied by the slate, 
would put it entirely within the competency of each city, 
town or villa.ne to decide whether it preferred a continuance 
of the old general property lax. oi' a sub.stilution of the new 
income tax. We misht (wen ffo fui'ther and, if a local income 
(ax proved to be politically impossibk', sug)i(‘st that the munic¬ 
ipalities be permitted, under general .state regulation, to 
select as a substitute for flu' t>ersonal property (ax an indirect 
income tax in the .shape of a habitation and an occupation 
tax. 

The adoption of soim^ such plan, it will be recognized, wall 
also aceomt)lish all that is desirable in the plan of separation of 
sources. The controlling r('asons foi' suggesting the separ;?- 
tion of state and local r'evi'inu! hav(? .always be('n to relegate 
the taxation of real estate to (he localities and to provide for 
a cent.r.alized static administration of taxes on corporations, 
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iiiheriltUH'cs iiiitl tlu' I’lu; juloplioti of fi sf«ite income tax 
would really Ix^ in Inmnony will) tliis schemo of separation; 
for real estates would Ix^ exclusively taxed liy tli(! local com- 
nuiniti(‘s, wliil(> corporations and inlierilrinees would be as¬ 
sessed by tlx' stale aufboiilies. The mere laid that the in¬ 
come tax might be uliliw'd for bolh staf(! and kxal purposes 
would in reality not derogate from 1 Ik^ principle involved. 
Tor the basis of IIk; lax would still be a, state ba.sis, even though 
additions weix! permissible to IIk; hx'alilu^. Hiieh a sy.stem 
should not be (h'emed inimical to the real principle under¬ 
lying the theory of separation of sourc(>, any more than the 
existing apportionment of tlu^ morlgag(5 recording tax in New 
York or of certain corponalion lax(‘s in other .states ought to 
be deemed inimical to tin; principle. S('|)aration of sounx; 
properly conceived, means primarily .sei)aration of the assoss- 
mixit of source. 

Troui the abov(^ I'eview it will be seen that we are slowly 
but surely being pushed into a. position wlu're propeity is to 
be replaced by income as the chief basis of taxable ability. 
If in New York imbli(^ opinion is not y('t. ready to declare it¬ 
self in favor of .such a revolution as is implied in the income 
tax, it is entirely likely that we shall lu'oec'cd for a tinu! to fol¬ 
low the plan pursued for over a cenlmy by France, when 
she abandoned her old ])ersonal taxes—that is, of attempting 
to reach I he incouu' indirectly rather than directly by a series 
of taxes on things rather than on pi'i'sons,-- such as habitation 
taxes, occup.ation taxes, busine.ss licenses and the like. For 
with the increasing bui’dens of modern life, it is fair to assumi! 
that real estate alone will not be pcirmillcd to endiu'e the 
pre.ssure. Until the nxient adoption of the federal inconu! 
tax, the outlook for a sucoe.ssful state inconu; tax was ex¬ 
ceedingly slight; now, however, the situation is entirely altered, 
and is full of promise. 

There arc only two points that w(; should like to emphasize 
in closing. 'I’lu; one is that if we are to utilize; the iiu’ome tax 
as a pronusing source both of great(;r rev(;nuc and of greater 
equality for slate and local inirpo.ses, it is import.ant that 
the rate; of the income tax should be kept low. For if there 
should be a real com|M;tilion bciwe(;n the federal and the 
state governmenis for the same source of revenue, the results 
could only be disa.strous. This l(;ads to tlu; second point,, 
that it behoov(;s us to take up anew, and from a broader point 



THE NEXT STEP IN TAX REFORM 




of view, a rcconsideralion of the I'elalive merits of direet uiid 
indirect taxes. With the well-nigli exolusivr^ I'cliaiiee of th(! 
state.s upon direct taxation, ami witii the grou'i>if>: ((iiidemy 
on the part of tlio fe<leral government to emi)ha.size the prev¬ 
alence of direcd. taxation, tlu're is a grave danger of onr over¬ 
stepping the limit. y\ll history has shown that a eerlain halanec^ 
must b(^ kept between direet and indin'ct taxes. As the great 
reformer Gladstone told us ov('i’ a h.alf a century ago, we must 
think of direct and indirect lax.ation as two attractive sistem, 
with the same [jareiitage (necessity .and invention), differing 
only as sisteis may differ, in minor respects, and not justifying 
any unfriendly rivalry between their admirers. W(^ are in 
danger of losing that sense of impartiality, which so strongly 
animated that great. stabNinar]. We need in ihedoni.ain both 
of fed(‘r.al and of state taxation to devote eonsi<lerably more 
attention in the futun^ to the possibilities of indirect taxation. 
For we shall otherwis(! not only complicate the situation but 
incur thi^ danger of a .serious icaciion from the ensuing ex¬ 
aggerated burden of direct taxation; and shall remh'r .still 
more difficult this trinsilion from proirerly to imamie t.axation 
which is impemling in many of our slates and which we havi; 
ventured to call the next giaxit st(‘p In advance.' 

' The plan siigge.stc<l in lUl.^) in tlio atxjvc ailili'e.ss was carried out- in all 
its iinporlant features williin a few years in \cw York. In I'll? tlie in¬ 
come tax was appli('d to <x)r|)oi';i,lions in tin' so-c.-illeil I'jn('r.son fj.aw; and 
in 1919 to individuals. In .Massacliu,setts, where mmti the .same argu- 
tnents wenr applieahlc, tlie se(|nenco was tin' opposite; tiio personal income 
tax w'a.s introdneed in Itilti, tin; eorporate income lax in 1919. For an 
admirable areoimt of thesi; see tlie monograpli try Froh'ssor .\lzada Com- 
sfot'k: Stale Ttualion of Fereonal htcontes. .N'evv York, 1921 {Cotumlda 
Studies in llistin'ijj Economics and /*uldic Late). 
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THE liELATIONS OK KEDEllAL, STATE AND LOCAL REVENUES ' 

I. The Prohlem 

It is only in nindnrn iinics (lint tli(‘ fiscal intiT-relations 
between central and local }iovernnieii(s liave become of im¬ 
portance. In ordinary .stales (be que.stion is one of diverffence 
between national revenues and local r('veniies. In federal 
states llie problem is fiirltier complieateil by (be interposition 
of tbe commonweallli or slati' between (be fi'deral or national 
SoverniiK'nt on tbe one band and (be local );overnment on 
tbe otber. 

Government revenues are tbe counterpart of froverninent e.t- 
penditurcs, and tbese depend iirimarily u|)on (he cbaracler and 
tbe extent of ifovernment funclions. From (bis point of view, 
the fiscal ndalions in (|uestioii are of eonsidei'able complexity. 
AH expenditures were orif^inally local in character. Economic 
life was at tbe ontsid based uiion a local economy, and what 
little money was sixmf was both rai.sed and expendial prima¬ 
rily for local purposes. I( was only when the naiional .slate 
developed as a ri'sult of tin' (irofoimd economic changes of 
tbe later middle ages that natiomd ('xtienditures now ap- 
jieared on (be scene, a.nd especially for tbe |)urpos('s of the 
anny and the navy. Somewhat later there came a two-fold 
developiin'iit as a conseiiuence on tbe one band of trade and 
commerce and on (he otber of democracy. 

'Frade and comnu'rci' were ri'sponsible for the growth of ex- 
penditin-es connccli'd with transportation, and esiiecially with 

' The earlier part iif lliis e!ia|)ler is based upon a paper read before the 
Second I’an-Anierican <’oii(;r('.ss in Washington, Ueceniber, lOl.'i, and 
published in the t'mcctdiiiijx nj Ihv Smmt I'lm-Ameriam Srindific ('nngms, 
yol. xi. 1917,—Jip. 7!1 S7. Tlie lalter |iiirl of ( he cliapliT is ha.sed upon the 
‘'Ileportof die (’ornmilteeon the llelations of .Stale,'mil Federal Taxation” 
made to the New York State Tax A.ssocialion in 1917 and published in 
the Addresses and I'rocetdmjs, i^crenlh tilalc Conjerence on Taxalimi, Al¬ 
bany, 1917, pp. 20-49. 
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good roads. Altliougli tlii.s was accomplished in i)art l)y the 
localities, more and moir^ supervision was («ci'cised by the 
central governments, so that the e.\penditui'BS of th(> central 
Kovernmeid. for such jjiirposes now f^i'cw to considei'ahle pro-- 
portions. 'I’he same wa.s true still latm- when, as in Franca', 
th(^ con.sfruction of canals called for l;irf?(! outlays. The result 
of the movement down In llu! I)eijinnin)f of the nineteenth 
century was that the ifreat hurden of expendiltire restinf>- 
upon th(^ individual was primarily for the purposes (»f the 
cenirid Kovermnenl, and that even in Filmland the local ex- 
])(aidilur('s wi'i'i' limited in l;u'f:e mea.snre to the care of the 
poor, with very slif'ht addition as for roads and other mi.s- 
cellatteous |)urpos('s. 

At th(^ hefcirmiriK of the nineteenth century, the democratic 
movement, which wa.s the result of the industrial revolution. 
all('red tin' sitii.alion in two ways. In the first |)lace, there 
now came a rapid incrc.ase of expendilui'es for education, for 
improviiifi' the health a.nd .saiiil.atiou of the community and, 
limdly, for developiny IIk' {General welfare in its still wider 
asfaa'ts. In llu' second place, llu'se expenditures were over- 
wlu'lminsly local in character, ;illhouf;h there has also he,en a 
tendency of late for llu' central s'civei'iimenls to as.sum(? to an 
increasin';' extent .some of the same functions. The con.se- 
'llience has been that, on the whole, in the most, recent period 
local expenditures have beconn' in many ways ciuile as im¬ 
portant as, even if not. more important than, the central ex- 
pmidilures. 

While lh('re has been this ;;eneral movemeid, the situation 
has been com|ilical('d by the fact that government functions 
ami ('xpenditni'es h.ave been vai'iously apportioiu'd in differi'iit 
stales, hi some slides certain functions liavi' been gradually 
relegated to the local communities; in others, the coidrary is 
till' ciLse. 

In the AiiKlo-Saxon communities, there has been a srowinp; 
tendi'iicy foi' a central control over the local functions of ;;overn- 
ment; in ollu'rs, as in hVance .and Italy, there' has been a tend¬ 
ency toward a i;r(‘at.er decentralization. Moreover, in all 
federal-states a. further eoniiiliealion ha.s been introduced in 
that in the .separate commonwi'allhs or slate.s that stand be¬ 
tween th(' localities and tlu' federal novi'iiinu'iit tlu're has 
been a mixed movement, both toward centralization and toward 
decentralization; so that in some communities the one tendency 
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preponderates, in otlier coinnumities tlio contrary. In the 
United Stiites, for instiince, tlie stutos have l)ccn gradually 
assmniiig the control of sc'vanal functions that wcn-e originally 
left to the localities, as in the case of highroads, hospitals, 
asylums, slat(> constabulary, and the like. On the other hand, 
the states have l)('en losing some of t.heir fnin^lions to the 
cent.ral government, .as in tin? ca.se of the gi'owing federal 
control over railroads and various forms of Imsiiuiss ('uter- 
prises; and «<■ now hear insistent demands for a federal (piaran- 
tine, and for federal control of labor conditions. As a conse- 
(pience, then^ is at piv'sent no clea.r-cnl, line between federal, 
stat(^ and local functions and (Wpenditui'c.s. 

Since the r(wennes of governimmt stand in a certain n'lation 
to expenditures, the .sanu' difficulties that have arisiat in the 
ca.sc of expenditures reapp(‘ar in that, of r('V(mu('s. In fact, 
there are even moi-e complications in revenue than in expendi¬ 
ture because of the |)Ossibiliiy, as we shall s('e, of e.xp(aiditure.s 
by one form of government being defrayed out of the nw- 
enues derived in part or in whole from another form of govern¬ 
ment. 'rhe wliok^ subject of |mblic r(wemu« is llnaadon; 
bound up with the |)roblom of a propi'r relation hetween central 
and local financ(‘, or in tin; cas(' of federal gov(a'nm(aits be¬ 
tween fedcr.al, state and local finance. 

As a i)reliminarv to a. discussion of the fiscal relations of 
central and local governments, it is neci's.s,ary to recall the 
two controlling jirinciiilcs of public revemus. These, as is 
well ktiown, ar(>, on thi! one hand, the principle of ability to 
pay and, on tfn^ other hand, that of iKmcfit conferre<l. It need 
not be pointed (jut that the latter was tin; one long acceptetl 
by publicists, and it is oidy in re((ent tiims, with the emer¬ 
gence of modern d(‘mo(a'acy and with thcj insistemee on th(j 
specifically social aspects (jf ])ublic finama’, that tluj ijrinciplo 
of ability to jjay has come to the front. The most recent 
analysis of the subjjict, howevcjr, discloses the legitinnmy of 
both priticiples, although it is careful to I'clegate each principle 
to its proper sphere. It is now well understood, for instance, 
that taxtjs in general must b(! frannjd and ajjjjortiomxi ac¬ 
cording to the principle of ability to pay; while most of the 
remaining categories of public revemues, such as fees, special 
assessments, and pric((s of all kinds for govjjrnimaital services 
confonn to the principle (jf benefits confijrred or coat incurred. 

While this demarcation is now generally accepted, it is none 
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the less (I'uc Ihiit tlu'i’i' is ii (■(ut-iiiii horder lin<! or zone of iii- 
(liffei’ei\('(>. ('('rtiiin taxes like some imposts on land ean b(^ 
upheld almost as well on the principle of lienelils as on that 
of ability to pay; while other payments, like inherilaiiee taxes, 
whiidi in some countries (like thc! Tuiiled Stal(5s) an; legally 
included under the head of p;iyments made for benefits or 
privile^ces, correspond in reality to tlu' principh^ of ability. 
Without attempting to pursing furtluu' this inviting line of 
inquiry, it. is sullici(mt. forour pur[)os(' to jioint out that theu'e 
is a juri.sdiction.al division coiTcspondinf; rouKhly to the above 
division in princi))h‘; that is to .say, the chief home of revenues 
predicated on the i)rincipl(! of beuelit is to be found to-rlay in 
the local divisions, wliik' tla^ chief home of revenues based on 
the pi'incii)le of ability to pay is to l)e found in the moi’c c(!ntral 
f;ov('rnniental jurisdictions, d’lu? line is, indeed, not (uitirel.v 
sharp; for we (ind, on the one hand, some fees levied and not 
a few industries or (‘iiterprisi's conducted i>y cenfial sovern- 
iiK'nts: whil(‘, on tlie othei' hand, certain local taxes aie to l )0 
explained jji'iinarily on the principle of ability to pay. But 
as a jreneral princijde it. is true that, there exists in most, coun¬ 
tries lo-da,va lai'ft'er field for the piinciph! of benefits in the 
localities, and a larger field for that of ability to pay in the 
central jurisdhdion. 


II. The Fire Methods 

If we turn to an analysis of the acl.u.al I'onditions to be found 
in the fiscal relations of central and kic.al (jovernments and if 
we confine our aflention to wlnil is the most important, part 
of the subject, viz., the revemu^ from ta.xcs and primarily from 
taxes which may be upheld on the princi[>l(^ of ability to 
pay, we shall .see that there are no le.ss than five different 
methods actuall.y employed. 'I'hese an' as follows; 

(A) Th(! faxes are assessed by local authorities, wnth .'iddi- 
tions for the u.sc of the central government. 'Phis is the common 
method in the American commonwx'alths, where the local 
revenues are derived, to an ov('rwhclming extent, from the 
geiKM'al propei’ty tax, levied U|)on real ,'Uid prarsonal jrroperty 
alike. 'Pile rale of the tax for purely local imrpo.ses is orfli- 
narily arrived at by dividing the as,ses.sed valuation of the prop¬ 
erty in the locality by the amount, to be raised for local pur¬ 
poses. 'Po this local rate there are added rates for county 
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as well as for state purposes, each of which is ascert,aine<l by 
dividing the assessed valuation of tiu! [)roperty iti the locality 
by the amount needed for the expenses of the county and 
of the state respectively. The same tax, assessed by the local 
officials the freiU'ral property tax,—is thus uliliz(^(l for both 
local and (xmtral pui'poscs. 

(It) The tax is assessed l.iy the central authoi'ities with 
additions for local puiposes. 'I'his is tlu^ ixwerse of tlu! system 
last mentioned. It was, until the great reforms of 1917-1921), 
to be found in France, whose example has Ixaai copied in not 
a few states. In France theie were four taxes hwied for state 
purposes: the land and buildings tax, the juikiiUx or business 
tax, the jx-mmdk d mohilirir. or personal tax, and finally the 
dooi- and window tax. 'I'he local revenues wei’e obtained by 
adding a e(M'tain pc'rcentage, known as the cenliiiiKK iKhlilioiids, 
to each of tluise slate taxes. There wen', indeed, other rev¬ 
enues, chietly from indirect taxes for state purposes, and 
from the odroits for local purposes; but the fact- I’emains that 
so far as the bulk of local revenues is concerned, (hey were 
derived from this simi)le addition to the direct state t.'ixes. 
Under the new reginu', where the four impersonal t.'ixes have 
been rephu'ed by the income tax, the local revenues con.sist of 
centimes (uldilioneh to tlai state ineome t.'ix. 

(C) The separation of the sources of revenue; that is, certain 
taxes arc utilized for central, and others for local i)urpn.se,s. 
This sep.'iration ag.'iin is ('ither total or partial. A fjai'tial 
separation is very common. Virtually all nations, for instance, 
reserve customs duties, whether import or export duties, for 
the central government. Many nations again rc'serve definit(i 
cla,sses of indirect taxes for the central government. In the 
United States, for instance, there arc oidy one or two excep¬ 
tions to the general rule that the indii'ect taxes are devoted 
to federal puipo.sc's, in the .slupie of the Internal llevcnuo. 
The same is true, although to a somewhat slighter extent, of 
the Gei'tnan Umpire. liven in regard to direct taxes, however, 
the principle of s('pai’ation of source is not infrofiuently found. 
In Great liritain, for instance, the income tax is utilized for 
the nation, while tlu^ local r(!V(!mies are deriv(!d almost (!X- 
clflsivcly from the local rates or' i'e;d estate taxrrs. Again, in 
Gemiany, the so-called taxes on yidd {Erimijs-Elmcrn), which 
coi'respond to the fmrr dii'r'ct taxes until recently levied in 
France, anr, since the I'efoi'ins of 18!)3 IStlo, re.served exclusively 
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for tlio lociil K'Wi'i'tiitKMits, iilfhounli for t-lic! sake of ))(*ft(;r 
iiclministr;i1ion I hoy uro still ossossod by I Ik? sUitos. In tho 
United St;it(?,s this toiidi^ncy is tdso visihlo. In not ii f(?\v coin- 
inoiivvoalths the inhoritance tax and even tho oorporatioii 
faxes an? now a.llocal(?d to tlu? slate, whili? tlu? local fiovi'ni- 
incnts dopond inoro and inoro upon tho jn-oporty tax. In 
Now York this policy has hoon carried to such an extent that 
for a nuinhor of years duriuf; tho first decade of the present 
eenlury, it hecaiue unne(?essary to levy any so-called direct or 
property lax as an addili(in to the local lax. In California the 
same principle has heen carried to the utmost limit, .so that there 
is a complete .separation of sources of revema? Ijetween the state 
and the localities. 

(D) Th(' division cjf the yielil; that is, the revenues an? col¬ 
lected liy the c('Ulral authorilie.s, hut a portion of the yield 
is as.siftned to th(‘ loc;dili('s, 'I’liis is true of the so-called 
(hadh duties in (Inad liih.ain, where a pm'lion of the yield is 
res(?rved for the loc:il divisions. ;\n analofrous coiidilion 
prexadls in some of IIk? .-Xmerican coimnonweallhs, where rail¬ 
road or othei’ corporation taxes .are a.ssessed and collected by 
the stale f;()V('rnn?eids, but are then returned in part to the 
local divisions. ('(ui.spicnous illustrations of a similar method 
are .seen in New York in the income lax aial the mortgage tax, 
the proc(?e(ls of ea.ch IxMiig divided e(|u:dly b(?tween the state 
atid the locality. The most, striking e.xample of this principle, 
however, is found in (lermany where th(‘ law of 1!)20 puts 
lh(? erdire adminisindion of the income, inherit,ance, land 
transfer (t/rH/ahnirr/wfcHcr) and t m-nover (taxes 
in the li.ands of tin? empiri', .an<l assigns .a portion of the rev¬ 
enue to the st.at.e.s. This poi'tion amouids to t.wo-t.hirds for the? 
inconu? tax, tweidy per- cent, for the inheritance tax, fifty per 
cent (and in a few (?ases twenty-five |)er c('nl) for tin? land trans¬ 
fer tax, and fiftec'ii per cent for the turnover tax. In the last 
(?;us(? fiv(? per c('nt must go f.o the localities; in all l.lie other ca.ses, 
the api)oit.iomtK?nt to the localities is left to the states. 

(M) The .system of subveid.ions or ])aymenls from the cen¬ 
tral to th(? local govcrnmenls or from the local to the central 
governnu?nls. A notable (‘xaniple of the fornua’ system is to 
be found in Canada, where, as a result of the surrender Iry 
the .s(?parate provinces of the rigid, to l(?vy customs and excise 
duties, the Dominion transfers annnally large subventions 
to the provincial treasuries. A similar system is in force in 
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Austnilin, since the consiiintionnl amendment of 1910, as a 
1 x ^1111 of wlii(di tlu! Comnionwc'altli, in return for tlio privilege 
of l(n'yitig all cnslonis and excise n^venues, annually pays 
over to (he seirarate stales a tixwl snin per capita. In all these 
cases the paynaaits ar(' made hy the federal to the state govern¬ 
ment. In otiu'r could l ies, howevei’, the I'ever.se .system obtains. 
During the period of the first Constilution of the United States 
the federal government was almost entirely supported hy the 
.so-called re(|nisilions upon (he states, ami until recently the 
(lennan empire was si ill very laigely alimeided hy the .so-called 
Malricular-llNlrwie, or coidrihulions made hy the stales. 

In comparing lhc.se livi' .syslems, it is clear (hat the first 
and the last, posse.ss ohvious disadvantages. One of the chief 
difficulties connecfial with the fii'st sy.stem is that the utiliza¬ 
tion for general state pnrpo.ses of a locally a.ssess(‘d tax on 
property inevitably li'ads fo an undcr-a.sse.s,smcnl of the prop¬ 
erty. It makes lillle difference, for inslance, wludhcr for 
purely local purposes wi' have an imdcr-assi'ssment of pi'op- 
erty with a. high rati', or a full assi'ssmenl with a low rate. 
Since a definifi' amount of ri'venue is needed for local |)ur- 
poses, and (herelore a di'finile amoiinl of money must he 
taki'ii out of (he pocki'Is of eai'h individual, as long as the 
propi'i'ly of all individuals is a.s.sc,s,sed in the .same proporlion, 
it makes no dilierenci' wlu'lhcr we have a low or a high rate. 
As soon, however, as the a.ssc.ssment is ulilized for state pur¬ 
poses, and (he amount (o he raised is made to depend upon 
the a.sscssed valuation in the county or (he locality, it is clear 
that the lower the local valualion, (he less will he the ag¬ 
gregate amonrd, which (he localily will have to pay to the 
state. 'I’his is one of the chief causes which have led fo the 
under-assessment, of protierly in (he Ami'rican stales, and it 
is largely for this ri'ason that the movement is now so pro¬ 
nounced in the United Slati's toward both a, central siipor- 
vi.sion over local asses.smen(s and an ahandoiuncnt of the 
local ])roper(y tax for slate purposes. The first method thu.s 
is clearly susci'iitihli' of improvement. 

'I’he fifth sysfem, again, namely, that of subventions, is 
only a makeshift, d’o have the federal government depend 
erttirely upon largesses fioni (he states is to render it more 
or less impoleni, and c(;r(ainly l.o make it subordinate to the 
states. lha( was (he result of the American system of requisi¬ 
tions, and was oni' of (he reasons for the glowing fiscal comploxi- 
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ties of the Gerinun empire. On the other haini, to make (lu! 
separate stattw depend financially upon the federal govern¬ 
ment is to weight tlu‘ balance in the opposile direction and 
is not, in the long run, de.sirable in the interest of a compkte 
equilibrium. The .sy.stem of .subvcniion.s is concededly a 
makeshift systcan, and in Australia it has thei-efore Ixaai limital 
to a period of ten years. 

The third system, namely that, of tlu; separation of source, 
possesses .sonu’ .advantages. Tlu^ first is the confoi'inity with 
the natural division of governmental functions and activities. 
Certain activilii's of government aia^ local, .some are inter¬ 
local or state, and some are national. If the revenues can be 
made to conform to this natural division, so much will be 
gaincid. Tin? second advantage is the securing of greater 
equalit.y in the assessment of in-oi)erty, and especially of real 
estate, leading to the elimination of the unfortunate .scramble 
for n^luction of v.'dnalion in the localities. The third ad¬ 
vantage, so far as concerns the ndegation of the property tax 
to the localiti('s, is a reduction to th.-il extent of the direct 
ta.xation of properly. 'I'he fonrih is the removal of conlliitts 
between the cities .and the rural coimlies. 'Phe final advan¬ 
tage is the gri'aler llexilulity and adapt,alion of means to tlu' 
end, whereby each locality may be belter able to adjust its 
fiscal system to its own fiscal needs. 

While tlie.se .advantages are malonbled, we must be care¬ 
ful not to push tlu^ principle t.oo fai’. If by separation of source 
we mean, as explained above,' th(> liberation of thi' .state from 
dependence on the locally assessed property tax, there can be no 
valid objection to it. lint if by .sep.ar.alion of .source we mean 
absolutely distinct ,sourc('s of revenue for central and for local 
purpo.ses, with no possibility of the state sharing soim^ of its 
revenue with tin* localities, the irrojecl. is by no means b(\vond 
criticism, k'or, as wi^ have seen above, tln^ line betwaam local, 
.state and federal functions of government is by no means 
always clear cut; and a eo]nplet,(> .separation of .source might 
put into too bold a relief a division which does not exist in 
actual life. Moreover, a compk'le sep.'iration of source may 
.sometimes introduce fiscal ('inbarrassmenl. It may, foi’ instance, 
happen that the particular souiaa.^ of revamiK' assigned to either 
the state, or the federal government may la^ more than adequate 
for its purpose, while the source assigned to the other jurisdic- 
'Suiira, p. 
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tions may be inadequate, 'rherc scorns to be no convincinfi 
reason why the surplus of the one kind of revenue should not be 
utilised to make good the deficit of the other. 

In short, while there is much to be said for the principle of 
separation of source, coirectly interpreted, we comdude that 
in the strict sense of the temi it is in need of being supplemented 
by other principles in order to secure a well-rounded fiscal 
system. 

We come, then, finally to the consideration of the second and 
the fourth systems, mentioned above as B and I). 

'I'he system of a centrally assessed la.\ with additions for 
local purposes has much in its favor, ('.specially wIkmi the tax 
chosen is oiU' with a broad base. A good example of such a 
system was the Prussian income tax, whicdi was administered 
by the stale, and where additions up to a certain perc(uitage 
were permittc'd for the use of the localities. The advantage is 
that the individuid in paying his tax bill gives a lump sum for 
both state and local purposes, and is relieved from tlu' an¬ 
noyance of separate returns. 'Pin? same is Inu; of the iTiilimea 
addilwndi; in Frances The obvious danger, howc'ver, in surti 
a .system is that by using the same tax for lioth state and local 
purpose's we run the risk of incioasiiig llu' rale to such an 
e.xtent as to interfere with its maximum productivity, a 
dang((r inherent in any .system which looks toward the singh'.- 
ness rallmr than to the multiplicity of taxation. With this 
warning, however, and on the understanding that, the .sysl.ein 
must not be pushed to an extreme, much may be said for the 
above undhod of local additions to centrally (tssessed tax(!s, 
as supplementary to the other iiK'lhods in vogue. 

F'imdiy, we come to tin; principle of division of yhdd. This 
is the obvious result of any [larticular source of nwemu^ where 
the stream of income gushes forth so abundantly as to jiro- 
duce more than is n(>((ded for the purpose in hand, and where, 
conversely, there is a deficiency elsewhere. An example of 
this is affordc'd by the railway taxes in soitu; Annsrican com¬ 
monwealths. It is conceded that from every point of view it 
is preferable to have tin? assessnuuit of railways in the hands of 
central authorities; for the experience of the Amcwic.an states 
wffh the local ass('ssment of what is essentially inl.cr-local or 
extra-local in character has been unfortunate. To take, how¬ 
ever, the entire revenue of railways for stat(( purposes would 
be in not a few eases to rob the localities of a share of what 
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thoy ha VO tioon aoniist-oiiied to rely upon; and if, was, l,licrefore, 
an easy transifion to introduce the system of a state assess¬ 
ment and collection, with a. i’(*partition of at kiasi, a part of 
the yield among the; loc'alities. The same point of view is 
observable in the German inherit,ance and in(a)mes taxes, 
whore for administrative and fiscal n'asons it, was found de¬ 
sirable to levy them as hidej'al imposts, but, wlu're the sej)- 
aratc stales which had been accustomed to depend upon those 
sources of revenue wore able to prefer a claim to a portion of 
the yield. 

In short, wherever it can be shown that a i)articular tax 
might W('ll, on the basis of general economic considerations, 
aliment both the central and tlu; local treasuries, there is 
strong reason for maintaining the inlnciph^ of division of yield. 

Our general conelu.sion from the above analysis is that, while 
1h(‘ first and fifth methods are relatively indefensible, a com¬ 
bination of the .second, third .and fourth methods affords a 
reasonable ground for expeefafion of success. 

Ill. The. ('Iwire 

In deciding u|)on choic(‘ between, or a combination of, the 
above methods it is well to kee|) in mind cei'lain fundamental 
principles. The thri'e principles that, should guide in the 
allocation of r(wenues as among various lax jurisdictions are: 
the extent, of the base of the system, the elliciency of the ad¬ 
ministration, the ade(iuacy of the nweniie. 

'I’lie extent of tlni base of la.xalion is obviou.sly important. 
Sonu' taxes rest, by their nature, upon tlui boiadesl, possible 
base. The productivity of an inherit,ance lax for example 
dejK'nds upon the number and size of the a.ssets of decedents. 
It is clear, however, that the smaller fin; ai'ca, the more variable 
will be the revenue. In a.single town the death of one wealthy 
individual may swell the revenue from the inln'i'ilancc tax in 
a,ny one year to a point which may not, bo reachwl again for 
many years to come. This would be fatal to fiscal stability. 
A similar consideration would apply, although in a somewhat, 
diminishing extent, as between state and nation in a federal 
government. The; lai’g(‘r the area, the more regular tlu; reveirtie. 

'lake', again, business or corporate activity, which originally 
was local in characl(;r but which has now become .state and 
even national in character. Where the base is so broad, any 
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attempt to narrow the jurisdiction is frauKht with peril. In 
the Middle Ages, for instance, a local or municipal tax on 
personal property was entirely feasible, because of the es¬ 
sentially local character of pro|)erfy. In modern times, how¬ 
ever, the as.scl.s of a largo Inisinoss and the intangible character 
of much of the |)ropcrty have now become national or inter¬ 
national in sco|)e, so much so in fact as to render fruitless any 
attempt to reach that pro|)erty l)y local methods; and the 
same consid(‘ration has h'd to the abandonment in recent years 
of any effort lo levy a puridy local income tax. 

Secondly, the etficiency of the administration, t.'ertain taxes 
like real estab' tax(‘s are sp('eially adapted to initial local ad¬ 
ministration, because the assessment takes place under the 
eyes of the individual taxpayer. In many other cases, how¬ 
ever, the farther away we get from local administration tin; 
better the (^hiinces not, only of seciii'ing expert officials, remov(xl 
from lh(! (le[)en(lence upon local pr('judic(>, but also of making 
allowanc(! for certain inevitable gaps in any loi'al adminis¬ 
tration. When lh(^ adminisiration, for instance, of the Ikiuor 
licc'iise or excise tax in New V(»rk was tran.sferred from local 
officials lo the stale administration, the rev(!nue was largely 
increased. Again, if \v(^ have, a system of slate assessnumt of 
coi'porations, the ditliciilty arises not, only as to th(‘ allocalicjii 
of the due proportion of tot.al revenues earned by the cor¬ 
poration, but, also of knowing what lo do with purely interstate 
revenues. In the c.ase of the inheritance lax, wheri^ a part 
of the rev(aiue lias been ba.se(l upon the principle of n'sidence 
of the decedent, w(^ cannot ignorr; the chance of evasion by 
transferring lln^ legal residence lo a stale when' the tax does 
not exist, or where tln^ rat(‘s are l(}wer. I'inally, the histoiy 
of the United States particularly has shown that a federal 
administration is oflr'ii mon; efficient, than the stale adminis¬ 
tration. Compare, for instance, tlni results displayed in the 
construction of the Panama (.'anal with those shown in the 
construction and inaintenance of the new highways in New 
York. The efficiency of central ,'us over against locad ad¬ 
ministration (hipends not, oidy upon general political and ad¬ 
ministrative conditions, but, also upon the constitutional and 
ecrtnomic relations of certain revenues Ihwnsr'lves. 

Thirdly, the adequacy of th(^ revenue in (luestion must not 
be overlooked. In a certain jurisdiction which is already fairly 
well supplied with revenues, and where for reasons of greater 
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oqunlity or ('xpodiency a now source of rcvoiuu' is added, it 
not inrre(|U(aitly happcais that the total is more (liaii is iiec'ded; 
while, on the contraiy, as anain not- .s(ddom occurs, wlua’i! 
tliis new .source had i)rev'iously heen enjoyed by another juris¬ 
diction, tlui situation may be the rev(‘i'se. Take, for instance, 
the case of a tax on eoipondions, wliicli up to that tinu' luul 
lai'sely alimented the local budget and which now is transferred 
to the state, thus re.sultin)f in a po.ssible deficit in the' one case 
and a surplus in t-lu' other. 'I'ake, acain, the dcivelopmcait of 
the federal inheritance lax in the United States, where the 
competition is being strongly felt by the separate .states. Such 
examples, which might easily be multiplied, indicate the need 
of a careful consideration of the principle of relative adequacy 
of the revenues. 

Idle lu'acfical infcMUices from the above would, of course, 
diflfer in every nation. We slndl limit ourselves, in clo.sing, 
to a summary of the conclusions aiiplicable at the p}'esent 
tinier to the United Stales. As the most contentious f)art of 
the .subject- has I'ecently l)ecome th(‘ relations of .state and 
federal financi', we shall begin with that. 

fat us recall to mind the chief steps in thi^ d(‘veloi)ment of 
thes(' ndal-ions. 

fn th(! period before the foriinilion of oui’ present- constitu¬ 
tion, lh(‘ powers of laxa-tioii resided entirely in the .separate 
stales. Th(! federal govca’iimenl, under the ai'ticles of con¬ 
federation, had no independent powers of taxation. The 
failure of the efforts on the part of the feileral government to 
secure from the stales tin' power to h'vy import duties was 
in ku’ge measure res|)on.sible for the present constitution. 
Under tln^ new constitution, the .stales abaniloncd to the fed- 
('ral government, tlu^ jiower to levy import duti('s and, by 
implication, to levy taxes of any kind on inler.slale commerce 
as well. Both state and federal governments were also pro¬ 
hibit'd from kwying cx|)ort duties. Tln^ whok^ remaining 
field of taxation was open to the states and the nation, with 
the exception that (X'rtain condili(nis were imiiosed on the 
exercise by the fcdiu'al govia'iiment of the right to liwy either 
direct or indins't tax(w. That- is, it w;i-s r('(iuired that indi¬ 
rect taxes should bo uniform and that direct tax((s should*be 
imposed under a rule of apportionment according to popula¬ 
tion. 

When the now government went into effect, the states 
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aiimntit(^(l thcmsclvos from din'ct tuxes on wealth—in the 
form of (‘i(h(‘r tlie (general properly tax or tax(vs on special 
(Masses of |)i'oi)('rly as well as from certain taxes on business 
and on polls. In a veay few ca.se.s there were, in I,he Southern 
states, insif>nifieanl taxx's in tin' sliapi^ of excLses and taxes on 
transactions. Under th(^ sl.atesmanliko guidance of Ahsandcr 
Hamilton, the federal Kovernnuait decidc'd to derive its rev¬ 
enue not only fi’om imirort duti(«—which were (hwigned to 
constitute (he leadiiii!; source of income- but also from a 
eomliination of diix'ct and indirect taxes inmped together 
under the head of inti'rnal revemn>. So far as tin; indirect 
(a.\es were coiicerned, llii! reveiun^ was derived almost exclu¬ 
sively from sources that were not utilized by (he .states; but 
in the case of (h(‘ direct l:ix on lands, hou.ses and .slaves, which 
was levhal in I7().S, the principle was initiated of coinp(‘ti- 
tion with tlie sources of static nwenuc. For, to the (stent 
that ih(^ dii'ect lax was levii'd on p]Oi)erly as such, it was 
imposed upon the same objects that W(‘re alre.ady subji'ct to 
state taxation. 'I'his is true .also of the minor taxes on (lie 
.sales of certain comiiioditics and on leg.al trau.saclious, in so 
far as the.se were found in a lew of the southern slates. 

It is interestiiig to speculate what would have been the 
result in the United Stales had (he Fedi'i'idist policy been con¬ 
tinued. As is well known, however, the political revolu¬ 
tion which ushered in the l{e|mblican parly brought with it 
also a fiscal revolution whidi settled the problem for over 
half a century. The timv policy decided upon the abolition of 
all internal revenue (axes and made the United States de- 
[lendent upon revenue from im|)Ort duties alone. In this 
way the fiscal sphei’cs of stale and nation were kept entirely 
se))arate. 

When the war with Fiigland broke out., the Ui'iiublican 
party was compelled to revert t.o Ihimilton’s policy and to 
rc.sort to a .system of internal I'eveuue, including all the old 
taxes, and, in addition, excises on commoditie.s. Had the 
war continued a few mouths longer, there is no doubt that the 
sphere of direct taxation would have been greatly increased 
and that ( longrcss would have accepted the report of the cora- 
iniMce which had recommended the imposition by the federal 
government of an income tax, an inlnuitanco tax, and a tax 
on such corporations as were of any import,ance at the time. 
Hut, with the sudden cessation of the war, not only did it 
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become unncccssaiy to levy these additional taxtw, but it now 
t;ecamc possible, in 1817, to abandon the entii'o system of 
internal revenue. 

I'^or almost, half a century thei-eaft(!r the Ihiitcvl Static , 
depended exclusively upon the revamue from imjjort diithw; 
and so srcxit was the increase of foi'ciffn eomm('re(', that frotn 
1830 on it Ijeeame [lossible to l■('dnce tin; ra(,(! of the tariff 
duties continually. With the outiweak of tln^ Civil War, how¬ 
ever, a new era was inau‘iural(!d and a eoiniirehensive system 
of both direct and indirect taxation was adopted in order 
to su|)ply the pn'ssiiiK iiimmIs of the trc.asury. This system, 
which imduded almost every pos.sil,ilo kind of bixation, com¬ 
prised amonp; the direC, ta.xes a lax on real eslat(^, a general 
income lax, an iidierilance tax and a fax on corporations. 

By 1872, wluin the, last of the w'ar taxes was repealed, the 
country settled dowm to a new .system of laweniK! on a peiux! 
basis. Ever since the adv(‘nt of .h'llerson, as wo have learned, 
the fcdei-al government had ladied, in ja'aca! times, cxclusivc'ly 
on customs duti('s. It was now wis('ly (h'cided to suppkanent 
the proceeds of the taiiff by a system of iidernal revenue, 
consisting of tax(s on a few, but im|)ortant, articles of wide 
eonsnmidion. h'or ov(M' a g(M(eralion this n'lnainod the .settled 
l-'olicy of the I’niled States, interrn()ted oidy by the tem- 
j)oraiy neeessilic's of the Sjiaiush War, when recourse W'as 
again taken to a more compreluMisive system of indirect taxes 
and to certain direct taxes as on inheritances and corirora- 
tions which, uniler our peculiar system of constitutional in¬ 
terpretation, W('re <'las.sed leg.ally .as indirect taxes. 

The third .stagein the fiscal policy of the United States was 
inaugurated in 1909. There was now added to the reveame 
from customs rluties and intenial excises a lax on cori)oratior]s, 
legally classified as an excise tax, but from the economic stand¬ 
point, of course, a direct tax. To this there was added, in 1913, 
an income tax and, in 1910, an inheritance fax. Even without 
the outbreak of the Great War there seemed t o be every (iros- 
pect of an augmentation of those taxes in the near future. 

To recapitulat(>, the fiscal policy of the United Stales in 
peace tinu's may be divided into four periods. In the first 
or Federalist period, the national revemu's were derived frc^ln 
both indirect and direct taxes; in the second period, dating 
from 1801 to the Civil War, tax revc'imes were limited, except 
during the War of 1812, to those from customs duties exclu- 
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sivoly; ii> the siieeceding period, for a Kcocration after the 
Civil War, a litnilcHl imitdKU' of lucrative indirect taxes on 
connnodities wei’e add(vl to tlie tariff duties; and finally, in 
the pcM’iod bi'ninniiiff with 1900, the indirecd. taxes on com¬ 
modities wei'(^ supplemented by din-ct taxers. 

Thus in oui' fiscal system, as in so many other matters, the 
country was now, afler the lapse of a ceidury, reviu'tin;? to the 
Hamiltonian policy of Kovermnent. ISiit it. is to be noted that 
at the dost' of the first deciuh; of tin- ])resent (aminry there 
were two imporlant facts which distinsuislnid our condition 
from that which exisicd at the close of (he 18th century. The 
fir.st is that in (he Hamiltonian system the din'ct taxes were a 
minor factor in comparison with the indirect taxes; whereas, 
now, the temlency now seemed to b(^ the other way and the in¬ 
direct taxes both import duties and internal revenue—were 
beinp: subordinated to (he direct taxes. The .s(!cond and more 
important point is that, in the int(n'val, the fi.scal .situation 
of th(^ states h.ad I'ntirely changed, so tfiat the problem of 
the relation of federal and slatci finance, which scarcely existed 
in Hamilton’s time, has now assume<l important dimen.sions. 

In the beginning, and for a long lime, the fi.scal needs of 
th(! separ.'ife states wen' iiisignilicaiit. The ('X])enses were 
very slight and Ihe n'vemies were' dei’ived largely from fe(w 
and other misi'ellaneous sources. When Secretary Wolcott made 
his famous report on state taxes, in lu^ disclosed the 

fact that of thc^ total annual expenditures in Massachusetts 
of $11.'),7)81 only $2,'),682 needed to be derived from taxes; 
while in the state of New Yoi'k there had In'cn no need of 
taxation at all, exce|)t for local jairposes, for a nund)(>r of 
years, the last state lax, which was hwied only very rarely, 
having been imposed eight years before and amounting to 
an insignificant sum designed to last for several years. What 
Secretary Wolcott n'h'rred to is only direct taxes. ,\s a matter 
of fact, however, as we learn from a. contemporary document,* 
of the total Now York revenue in 1796 of $14-1,247 all was 
derived from the interest on inv('stnu'nls or loans, except 
$31,29.5, which sum came from the duty on “sales at vendue.” 
In Virginia (he taxes weix' somewhat more regular, but still 
very insignificant. It. may be stated, therefore, ,as a general 
proposition, that (ficre was virtually no problem of stal-e taxa- 

' lii marlia on the lievoim' of the Stale of New York. Hy Philip Schuyler, 
a momhf'r of the Senate of that state. Albany, 170G, p. 6. 
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tion and that the fechaal government was not seriously em¬ 
barrassed in its choice of revenues by any oonsidei-af ions affect¬ 
ing state finance. 

In the interval up to the Civil War the situation changed , 
only slowly. In some of (he older commonwealths, th(> needs 
of stiite nn^enuo slowly increased and were! met by low [)rop- 
erty taxes in the nortin'rn and middh^ staler, siipplenientwl 
in the south by a .system of license (ax(w. As corporations 
developed, fow.ard the end of (he period, (hey were includtKl 
within th(^ scope of tiu’ jnoperty tax and in a few spor.adic 
ca.ses, .some insignificant inheiilanc(; (.axes were added. 

After the Civil War, however, tlu^ expanding fuiiclions of 
state goV(Mimi(Mil. incnsised (h<‘ need of slale revenues in the 
older commonwealths, and with the (•onse(|uent need of higher 
ral('s of taxation th(' olil svs(em gradually broke dowji. What 
took place in INhnv York during the last, (luarter of (hi! nine¬ 
teenth century was slowly duplicated in thi' otln'r mon; in- 
'lusfrial st.'des; and .after a d('cad(! or two, tlu' movement 
finally reached (he moi'e agricultur.al stales, so that at present 
even (he le.ss progressiva^ southern stales aia; in (h(! po.sition 
where Nvnv York was foi-ty years ago. Tliis movement, can bo 
summarized as follows: thi' .stales’ needs have multiplied; 
the I'ates of the, genei'al pro|)erty tax have increased enor¬ 
mously; lh(’ general property tax has, largely for this reason, 
broken down as (he chief source of commonwealth revenue; 
pereonalty has slip|)ed out of the assessment lists; and all 
manner of ineciualities have crept, in. With the rel.ativv' dim¬ 
inution of (he yield of the [naiperty taxes (hiv states first took 
recour.s(! to special corporation taxes. Secondly, beginning 
as early as the ’8()’s, they developed a syst(>ni of inluaitance 
taxes—first collateral, then direct on personal estate, and 
finally, a general inheritanci' tax. When even these sources 
no longer sufficed, an attempt, still in proce.ss of develop¬ 
ment, was made to reirlace tln^ old and now unworkable tax 
on personal property either by sjasaal taxes on certain forms 
of personalty or, somewhat later, by a .system of income (axes. 
The roniarkabl(! change in the relative imiiortance of state 
and fwleral finance will be realized when wo renuanber that 
whereas in 1790 the total revenue from federal taxation wfts 
over 7 millions, the tax I'evenue of New York st ate amounted to 
only S31,000; but that in 1917, whereas (he e.x|)enditurcs of the 
United States, exclusive of postal service, were .$1,088,17(1,00(1 
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the expenditures of New York were over 77 millions. In 
fact tile state expenditures alone were now one-half those of 
the national )i:overnnient,' 

So iirodigious are the continual inerease.s in state expendi¬ 
ture that the problem of meeting them wisely becomes one 
of growing dilliculty. It is hopeless to think of solving the 
problem by reducing expenditure. Much wa.ste and e.xtrava- 
gance can of course be (‘liniiuated by more improved accounting 
methods and, more especially, by the adoption of a modern 
budgetary system. Hut the iirospect of steadily mounting 
expi'iidituri's led to a d('cided feeling in not a tew common¬ 
wealths that unless tlu- nation ceased to reach out into what was 
more or less rightly conceived to bo the preserves of the states, 
serious ('lubarrassment would arise, until the slates would 
ultimately lind it almost impossilile to keep pace with their 
advancing needs. 

The outbreak of the ( ireat War has, however, revolutionized 
the silnation. So stufiendous was the cost that for an in¬ 
definite future the national exiienditures, bequeathed by the 
conflict, will greatly exceed all the state and local outlays. 
Whereas in Htllf (the last gwieral census year) state' and local 
expenditures were alxiut twice as large as those of the national 
government, in IStlt) the national (expi'Tidit.ures were (and 
promise to continue for the future) fai’ larger than the state and 
local expenditures combined.’ 

The problem of taxation has thus become primarily a 
national problem; and, as a conserpiencc', the greater part of 
the national rev(mucs will, in conformity with democratic 

‘Ttic Inlal for all the stales in 1017 was .t.')17,.')nH,220. Cf. Fimneud 
of Stoics, I!)I7. p. 07. 

'I’hc ligiUTS of expendit.ures aO' ns follows: 

For IftPl the total was $2,71)9,IMM),()tM) divided iiii.o: 

Nulion *!).«,IKK), not) Mimieipalitie.s .1H,10.S,00(),000 

Htiile 377,0011,1100 (over 2,500) 

County, 370,000,000 

For 1019: 

Slate, *(M0,000,1X10 .Munieipalitics $1,233,IXK),000 

(over 2,,500) 
t 

Adding another half billion for the probable county expenditures, on which 
wo have no iuterceusal statistics, makes a tolal of about $2,.5(K),000,000, 
as over against more than five t>illiona, of national exi)onditurcs. The 
estimates for 1022 run over four billions. 
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instincts, have to be derived from direct (axes, d’iie old time 
indirect taxes, even tliough nece.s.sarily stretclied to tlie very 
limit of enduranc(>, will accordingly henceforth have to be 
regarded a.s a supplementary resource, d'ln? con.sequence is 
that while the national government will no doubt in the fu¬ 
ture, as in the pasi,, monopolize the custom,s duties and other 
indirect taxes, it will hav(? to l('vy a far huger amount of direct 
taxes than will t.lu? states and lucidities, d'his is a not unde¬ 
sirable result because both the income and the inheritance 
(ax rest on .so broad a base as ((> make (heir utilization liy the 
federal governmeid. desirable. 

The que.stiori (hen aiises, what: is left for lh(' .separate stab's 
and localities? The states, it is clear, should rely chiefly upon 
corporation (axes, upon s[)ecial (axes on propei'ty, and upon 
license and business taxes. Wliei-e thes(' do not. su|[ic(>, and an 
i!icrea.singly successful endeavor is made t(( abolish the in¬ 
adequate general iwopc'ily lax, the stales should rely, in addi¬ 
tion, upon a pai't of the inheiitancc' lax to be assessed by the 
federal government, and linally upon income ta.xes, which 
should be sujiplementary, and as far as po.ssiblc conformable, 
to the fedi'i’id income tax. 

The reason why a distinction is made in the suggested a,ssos.s- 
rnent of thesi' (wo (axes is that (he |)roblem of ri'sidence is 
more easily solvi'd in an inconi(> tax than it is in an inheritance 
tax; for the inheritance tax is really a lax upon the estate of 
a decedent, while th<' income lax may lie so arranged as to 
include a bu.sine.ss tax as well as a. (ax upon (he individual. 
In either case, however, and irrespi'ctive of the jurisdiction 
which as.sesses (he particular (ax, soiik' American states will 
no doubt, to an increasing extent, dejiend uiion both the income 
and the inheritance tax. 

I'inally, local governmeids should rely' pi'imarily upon ri'v- 
cTiiK's reh'rable to the principle of benelils, such as special as¬ 
sessments and fees of all kinds, which should be better regulab'd 
by state law; upon the tax on real estate and especially upon 
land taxes; and, so far as furlhei' revenues are needed, as a 
substitute for the unworkable pc'rsonal property tax, upon 
additions to the state income (ax. 

It is not unlikely that (ho [n-oblem of fiscal interrelations Vill 
be solved in this general direction in (he United States; for the 
solution is in harmony with tlu' fundamental principles that 
have been presented above. In other countries, the practical 



678 


ESSAYS IN TAXATION 


aspect of the solution will no doul)t be different; but it is safe 
to say that throughout thi; world the trend of adjustment in 
the fiscal relations of federal, state and local governments will 
be found to be in line with the solution that has been sketched 
above. 



CHAPTER XXri 


Till'! WAU HEVRNUE ACTS 

The war rovemio act of OctoIxT :i, 1017, |)oss(ss(‘s the dis¬ 
tinction of bciiiK the most Kiganlic fiscal enacliiK'nt iii history. 
N(‘ver ladore has an endeavor liec'ii niad(‘ lo provuh' in a single 
ineasnro for so colossal a reveniK' as is songlit to he ol)tainfid 
hy this law. In the following pages we .shall athanpl, after 
a shorl- histoi'ical infrodnclion, (o give a snnnnai'y of its prin¬ 
cipal fealures, an cslimate of tlni tax burden involved, a state¬ 
ment of i(,s probable disiribution, and an interpi'ot.ation of 
the novel and significant contributions made by the measure 
to public finance. 


I. Hlstnrical Netrospret 

'I’he history of our war finance begins with the emergency- 
revemie law ('iiacted shortly after the outbreak of the conflict 
and two and one-lndf y(‘ars before oiii' (‘titrance into the war. 

This history, however, cannot be understood unless we re¬ 
member the change in the lln'ory of federal revenue that had 
occurred in tln^ preceding five yeai’s. From the early seventies 
of the last century, when the country had settled down after the 
fi.scal upheaval occasioned by the Civil War, the federal income 
had been derived from customs and internal revemu; faxes 
Icvuxl almost exclusivcdy on li(|uors and tobacco. In 1909 
this complete! reliamie upon indire(!l. taxes was altensl by a tax 
on corporations, called an excise! tax in order to bring it safely 

' This oliiiiitcr is roproducwl wilh a few (^lianges freiii the arliele originally 
published in the FoKlirnl i^cirnce (Juiirlrrlij for Miindi, I'.II.S, vol. xxxiii., pp. 
1-37, which deals with the Act of 1917. In the note.s as well as (he ai)pen- 
dices to die present chuiiter attention isdireeled to (he ehange.s made by 
the second great, war revenue act, whicli is generidly spoken of a.s die A(% of 
1918, aldiongh if did not formally rei'i'ive (tic a.s.s(‘nt of die President until 
Fob. 24, 1919. A separate IreatinenI of tlii.s act, wliicli made no fiinda- 
inentnl changes in princiiilc, will lie found in U. M. llaig, “Tlic Ilevennc 
Act of 1918,” l‘olUicnl Science Quarlerly, vol. xx.xiv. (1919), pp. 309-391. 
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williiii th(! (■onsliliitional iiihihilion. After the passage of the 
Sixteenth AnuaidnKaii., however, the corporation tax was merged 
in l!)Kt into tlie general income tax, wliieli now marked the 
definitive adoption of dii'(H‘t taxation as a n'gular part of tlio 
national I'eveiiue. Heeenl evraits have only seived to confirm 
file wisdom of lhos(' who argued that, from the f joint of view of 
possible warfare alone, it wonid he the height of folly to deprive 
the govi'miiK'iit of a great nation of such a potent engine. 
Without (he Sixleenlh Amendment we should h;iV(; Ixaai de¬ 
prived not only of (he i)re.sen(. inconuj fax hut, in all probabil¬ 
ity, of the pi'e.sent (>xeess-profits (ax as well. 

The Aclr of Oclobei’ 22, 1014, eiitdled “An act to inertiase the 
internal revenne an<l for other purposes,” was popularly known 
as the (‘mergemy-iaweiiiK' law and was .so f(‘rmed in various 
official documenis. 'I'Ih' financial disoi’di'i's which followed the 
outbrc'ak of (Ik; wai- so s('i-iously a.ffectiul curreid- revenues that 
an addition was im|)eratively ne('d(>d. 4’his was providcal by 
four .s(>ries of taxes: first, (he incH'ase of (he (ax on beer from 
$1 to SI..50 a gallon, togeflu'r with .slighlly higher taxes on cer¬ 
tain wines; second, (he .«o-called special (axes on tobacco dealers 
and manufai'lurers, on bardvci’s, brokers, coinmission nu'i'chants, 
and proprietors of public amusenn'nls; third, schedule A, com¬ 
prising a variely of stamp (axes on transactions, .as well as a tax 
on telegraph and (ek'phone messages, expre.ss and freight- rates, 
and Pullman faiavs; .and fin.ally, schedid(! B, consisting of .stamp 
taxes on toilet articles and chewing gum.' 

d'he addition.al I'evraiuc thus seraired was about S.52,0()0,0()0. 
That i( was needed is obvious from the fact that the ordinary 
internal i-evenue, as appears from t he table on the next [)age, fell 
from ,408 millions in till I to .some 284 millions in 101.5. More¬ 
over, owing to the itua'eased yield of (he income tax, as a re.sult 
of (he bu.siness recovery, (he t,o(.al internal revenne for 101.5 was 
over 410 millions as compared with 480 ndllions in 1014. 

The opca-alion of the law was limited t-o the period ending 
December 41, 1015. It was so apparent-, however, that the 
emergency was growing more sei'ious, (hat (,'ongre.ss by joint 
resolution of December 17, 1015, exteinh'd the operation of the 
law to the closi' of 1010. The prosperity of tlu; country con- 
setiuent upon the filling of the Allie.s’ orders for munitions and 
food re.sulted in an addition of almost a hundred ndllions to the 
internal revenue during 1910, the emergency revenue now 
' For ilctails cj. Tal)!e.s I, III and IV, injra, p]). 708-712 
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yifildinp; over 84 millions the income hix providitif? almost 
125 as affainst the 80 millions of the preeediiifi; year.' 

The political sky became so lowerinfi dni'inf!; the .spring and 
summer ol 1010 that (‘ven this incre.ase .seemed (>nlir(‘ly inade¬ 
quate. The con.se(pi('nc(; was tlu^ cnacInK'Uf, after coii.siderable 
discussion, of the law of September 8, 1010. 'I'his a(4, entitled, 
like its predecessor, “An act to incrcxise tla^ revenue and for 
other purpo.ses,” re[)ealed all the taxes imposed by the emer¬ 
gency-revenue law except, the .so-calh'd special taxes which were 
to continue until the end of the year, d'lie chief leature of the 
new law was the increa.se of the income tax. the normal rate 
being rai.sed to 2 p(>r cent. ;ind the scale of pi'ogre.ssion being 
made sharper.- Next in imporfanc(> were tlu^ changes in the 
taxes on tobacco .and li(|Uors, the rates on tobacco and beer 
lieing niiiih' about (he .same as in lli(> cinergency-naaauie law of 
1014, whil(> the rates on spirilnoiis ii(|Uor w('re somewhat in¬ 
creased. 'Ihvo new t.axes w('r(‘ added, the estate tax, graduated 


' Intohnal Pkvknci’. ,r\D f'e.s-.'oji.s Pcckii-i's (in IMii.lions of Doi.i.aiis) 



/.a/; 

Hfir, 

iiik; 

1917 

Spirits. 

.¥l.'i!l 1 

1 n.(> 

I.■|S.7 

102.1 

To!)acco. 

79. S 

7! >9 

KS. 

103.2 

Kmiimtcd Litiuors. 

(17.1 

70.3 

ss.x 

91.9 

OIooinargariiK*. 

1.3 

17 

1,,'') 

1.9 

Misct'llaii(‘i)us. 

.<) 

I..') 

1.7 

2. 

Special Taxes. 


4.9 

1)0 

15.7 

Sc1h‘(1u1o a. 


20,.'') 

3.S.1 

S..3 

Sclicitiilc li. 


2,0 

4.1 

.7 





0 





27 7 





0.47 

Miscellaneous. 

1 t 

l.'i 

1.7 

2 1 

Total or aliovc items. 

ODS.ii 

xir,_r, 

3S7.S 

449.7 

Onlinarv. 

:i 0 .s .2 

2,S3 4 

3113,.') 

3.'')4.4 

I'aHUMficncv. 


■)2. 

S4,4 

o.';,3 

Income. 

71.t 

•so. 2 

124 0 

3.'')!). 7 

Corporation. 

43.1 

30.1 

.'ili.O 

170,1) 

Individual. 

2 .s,;t 

tl. 

(>7,9 

ISO.l 

Total Internal lieveiine. 

3S0. 

11.'),7 

,')12.7 

.800.4 

Customs Duties. 

21)2.3 

209,.H 

213.1 

225.9 

Total Tax Revt'nue. 

1)72.3 

la.t.,'') 

72,''). S 

1,035*3 

Total Ordinarv Receipts. 

713.7 

1)07.0 

770.7 

1,118.2 

Total Receipts (inclndinf; Postal 




Revenue). 

1,0(12.1) 

0.S5.2 

1,001.7 

1,447.9 


*See A|)pcnilix, Tatrtc V, iiijm, |). 713 
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from I per cent lo 10 per cent, and th(^ immitions miinufacturers’ 
Ux, the duration of which was limited to one year after the 
close of the war. Tliis was .a so-called cxci.se tax, over and 
above the income tax, of I 2 J .4 per cent upon the net profits of 
manufacturers of gunpowchu', carti'idges, projectiles, firearms 
and molorhoats, imdndinn submarines. Finally (anu! a series 
of so-called special taxes, limited, with one exception, to manu¬ 
facturers of tobacco, brokers, and proprietors of iniblic amust;- 
ments. The exception consisted in an excise tax on corpora¬ 
tions, joint stock and insui’ance companiiw, amounting to ,50 
cents for each .81,t)0t) of the value of the capital stock over 
199,000. The act also providcal for dianges in the imi)ort duties 
on djncstnffs and piinting pai)er, and brouffht into existence 
the new tariff commission. 

The Act of 1910 was expect(‘d to yield an addition.al revenue 
of several hundred millions. Duritiff tln^ <‘arly months of 1917, 
however, the political situation Ijocame so acute that Congress 
decided to mak(^ provision for the imminent cotiflict by creating 
the so-call('d s|)eci,al-prepa?'edness fund, to lie used only for 
military and naval |)r(‘|)arations. This was accompli.shed by the 
Act of March 3, 1917, entitled, “.4n act to provide incix'ased 
revenue to defray the expenses of lire increa.sedappropi'iations 
for the army and navy and the extensions of fortifications and 
for other purposes.” 'I'he fund w.as to be alimented from two 
sources: tlie (‘xce.s.s-profits tax and a considerable addition to 
the inheritance tax. The (‘xce.ss-prolits tax consisted of 8 per 
cent of the amount by wliich the net income of every corpora¬ 
tion and [lartncrship ('xceeded the sum of (;i) .$,5,(X)0 and (h) 
8 per cent of the actual caiiital investi'd. The law did not 
apply to corporations exempted from tile income tax or to part¬ 
nerships carrying on similar businesses or deriving an income 
from agriculture or personal si'rvici'. The estate tax was so 
altered that tlu' new rates were }?raduat(‘d from V/i per cent 
to 1,5 per cent,' 

The two acts residted in a substantial increafse of the revenue 
in 1917. Only an insignificant amount, however, was obtained 
from the exce.ss-i)rofits tax '' and only about six millions from 
the estate tax. But the munitions manufacturers’ tax yielded 
abi'ut 28 millions, and the ordinary internal revenue about 60 
millions additional, while the income tax rose from 125 to 360 
millions, so that the total internal revenue for 1917 was over 
‘ See table, infra, p. 714. ' See table on preceding page. 
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809 millions or, roughly speaking, somewhat, more than double 
the pre-war yield under ordinary business conditions. 

Immediately after the decliiration of war in Af)ril, 1917, prep¬ 
arations were rushed, and vastly augmented appropriations, 
were made. That a prodigious increase in the rcveiun^ would be 
neetled was apparent, but exactly how much would be necc.s- 
sary, no om; knew. The Treasury Department refrained from 
making ,‘iny exact estimates and when the present writer 
stat.ed ' that the expenditures would amount to at least ten bil¬ 
lions, his assertions wcu'e grcelcxi with a smile of incredulity. It 
soon appeared, however, that this cakadation was well within 
the truth, and preparations were made by (Congress to finance 
Ifie war on that assumption. Aft(>r tin; revenue bill had come 
to the Senate Comrail t(‘e on I'inance, a )-evis(>d list of probable 
appropriations for 1918 was .su!)mitt(Ml, bringing the total to 
nineteen or tw(aily billions. This unexpected chang(! called for 
a complete recasting of the bill, and led, after a protracted di.s- 
cus.sion in the conference commit I e(>, to the passage of the Act 
of October 3, 1917. 

II. Siwimary of the War Reeciiue Acts' 

The law is entitled “An Act to defray war e.xpen.ses and 
for other purpose's.” All the' ik'w taxes are to bee supeerim- 
posed upon the; existing .system, (‘xee'pt that the old excc'ss- 
profits tax is repealed and the munitions manufacturer,s’ tax is 
low(!red to ten per cent,, and is t,o cease entirely after Jatuiary 1, 
1918. 

The backboiK! of the law, arranged in thirteen ■ tit les, consists 
of the new ineonu; and excess-profits taxes, each of which will 
be discussed sepai'ately later on. The remainder of the law 
provides for a great, variety of imt)osts.'’ The most important 
is Title III,' the war tax on beverages, which includes an addi¬ 
tional tax of SI. 10 per gallon on distilled spirits produced, im- 

* Uow to Financi' the War, (’ohmibia War Papers, no. 7, p. 6. 

* Changed in the law of 1018 to fonrtoon. ** 

* In tho Appendix, ]))). 708-714, an' [irintinl a s(*ries of tables, not to bn 
found in any of the official ]>ublicalions, showing Iho details of llie old 
rates, th<* changes duo to the various war ;icls, and flic existing rates. 

^ In the law of 1018 this became 'Pith* VI. 1'he taxes on distilled spirits 
for beverage purposes and for fermented liciuor were doubltHl and a new 
tax was h'vied on cereal beverages as well as on soft drinks anil ice eri'am 
when sold at retail. The producer's taxes on soft drinks were greatly 
increased I 
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pori.ed or in l)ond, and of $2.10 if withdrawn for beverage piir- 
posc.s. As fh(^ fnrllier produclion of siudi spirits wa.s stopped 
by tin; ]'’ood Adniinistiation Act of August 10, which prohil)- 
ited during tlie war I he use of grain for distillalion, the result 
is that all exisling slocks an; subjc'ct to the high tax of $3.20 a 
gallon. The law impo.se.s a further tax of 15 (;ents a gallon on 
rectified spirils, while; I hi; I’ates on wines and cordials arc 
doubled, and on grapi; brandy, trebled. More moderate taxes 
arc imposed on soft drinks and mineral waters as well as on the 
syru|)s, extracts and gas ii.sial in their manufacture. 

Title IV,' dealing with tobacco, imposes an additional tax 
varying piir thou.sand, on cigars from 25 ciinlstoS? and on cig¬ 
arettes li'om 80 cents to $1.20, and lixial on tobacco and snuff 
at 5 cents a pound. In the case of more than lOt) pounds of 
tobacco or 1,000 cigars or cigarettes, .subject to the old tax lint 
removed for sale before the thirty days when the new law goes 
into (;ffecl, llie additional lax' -known as the exce,s.s-(|uantity 
tax—is to be at, half rates. A n(;w I,ax, varying ttom f '2 cent 
to 2 cents per packag(‘ or tube, is imiiosed on cigaretli' paper. 

Title VV' “the war tax on facilities furnished by ])nblic util¬ 
ities and insurance,” assesses freight, I’ates 3 per cent; expre.ss 
1 cent for each 20 cents of chai’ge; pa,ssenger fares, S per cent ; 
Pullman tickets, 10 f)er cent; |)ipe-line transini.ssion, 5 per cent; 
telegraph, telephone, .and radio messages (of 15 cents or more) 
5 cents; marine, inland, lire and casualty insurance, 1 per cent on 
the premium; and life insui'ance 8,'10 of I percent on the amount 
of the policy. In Ihi' case of insurance the lax is to be paid by 
the issui'r of tin; policy, in all other cases it is provided that the 
tax shall be |)aid by the person (laying for the s(;rvi(;e. 

Title VI," the “war (;.x(;i.se l.axes,” charges automobiles, mii- 

' In Oic lawdf I'.U.S tliis liccanic Tide VII. Tlie laxc.s on Uibaceo were 
increased on the average ahoul, lifty (ler cent, wiOi die exception of die 
tax on cigarette jiajier. 

- In tlie law of ItdS tlie name of this title iK’i^aine a Tax on Transporta¬ 
tion and other Facilities and on Insurance.” The ratis on I’ullinan tickets 
were rciinceil and on pipe-line transmission increaseil, to Telcgraiih 
and telephone messages were taxed 5 and lOo. according as the cost was 
under or over ,50i;. faased wires now also paid 10% of their renl„al. 

’ In the law of lid.S thi.s becann; Title IX as “Excise Taxes,” and in- 
cltid'xl many new t.axes. Twenty classes of coinmoditic.s witc now sub¬ 
jected toaretail lax of 10% on the amount in excess of a certain (irice, thus 
becoming virtually luxury taxes. The tax on aukomoliiles, musical in- 
Btnimcnts, jewelry was increased t.o 5% anil on perfumes, cosmetics, 
etc., to 4%, while the lax on moving-picture films was changed to a 5% 
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sical instruments, jewelry, sportinR soods and games, chewing 
gum and caraoras, 3 per cent; cosmetics, (oilei. articles and pat¬ 
ent medicines, 2 i)er cent; moving-picture lilms, '4 to of 1 
cent pia- foot.; and motoi-hoats and yachts from 50 cents to $2 
per foot. In the case of the last item, the fax is imposed upon the 
user; in all thci other cases upon the maimfaclurei', producer, or 
importer. No(diang(!ismadein the old cxcis('s or “special taxes.” 

^ Title VII,' is the war tax on admis.sions and dues. On admis¬ 
sions wherc^ the charge is over 5 cents (or in the ca.se of out¬ 
door parks. It) cents) the tax is I cent for (ivery It) cents of 
charge, ('hildreu midiu’ twclv(> pay only 1 cent and the tax is 
remitted in the case ot religious, education.al, or charitable in¬ 
stitutions or agricidtural fairs not (tondm^ted foi- profit. On 
dues or immihership fees over .812 of social, athletic, or sport¬ 
ing clubs, the tax is 10 per cent. 

Tifl(! VIII,- “the war stamp I,axes,” includes a variety of im¬ 
posts on bonds, conveyama's, (aifries, pj'oxies, and powers of 
attorney; on the i,s.sue and transfer of capital slock; on trans¬ 
actions on stock an<l produce oxchanga's; on promissory notes 
and tiiiH^ diafis; on |)l,aying cards, i)assenger tickets over .fill), 
and parcel-|)o,st packages. 

Title IX ' impo.scs an additional “war estate-tax” varying 
from '2 ol 1 to 10 p(‘r cent. This rt'sulted in tin‘ inherit.ance 
tax being graduated up to 25 per cent on sums over ten million. 

I'inally, title XI ' adds 1 cent, to the I'at.e (ui [srstal cards and 
othei' lirst-class mail with Hit' exception of drop letters, in 
which no change is made. In the case of second-class mail a 
distinction is int.roduci'd betwei'ii the space (h'voted to I'cading 
matter atnl to advertisements. In the former tlu; existing rate 

rentals lax. Sixk't’u new classts of coninioililics wi're now siihjiHit to a 
(ax paid by IIh^ prodncK'i'on (he liasis of (lie wholrsah' tax, the rate's lioing 
(generally 5% to lO/o (with (Ik' sin^lo t'xe'oplion of 100% on (taRgers 
and stilettos). 'J’lio list^ally most important taxes were tliost' on ar¬ 
ticles of fur and randy. Finally the lax on the ust* of motorboats and 
yachts was increased to a maximum of $10 and was removed from this 
title to the new 'ritlo X mentionetl below. 

* In the law of 191S this beeame 'I’il le VI i I. d’hi' only chaiiRes were a 
scalpers’ tax on the incrt'juse of price charged, and the taxation of club dues 
in excess of $10, in.stead of $12. 

^ In (be law of 1918 this became Title XI, the only change l)eing^lhe 
increase of the (ax on playing cards to 8c. a ))ack. 

=* In the law of 1918 this became title IV. The only ehangi's were a 
more H'gular pmgresaion in the lower classes. 

In llie law of 1918 1h« udilitional postal charges were droppe<l. ' 
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of 1 cent a pound is increased to 1*^1 cents from July 1, 1918, 
and to V/i cents after July 1, 1919. In the case of the latter, 
the rates up to July 1, 1919, vary from ly^ cent.s in the first and 
second zones to 334 cents in the eighth zone; in the succeeding 
year they are to rnn from ly to ItVz cents respectively; in the 
following year from ly to Ty cents, and after July 1,1921, from 
2 to 10 cents.' 

III. The Tax Burden and its Diulribulion 

In considering this code of taxc.s—for it is nothing less than 
a code—the first questions that pres(ait tluiinsclves relate to 
the expected yield of the system, the I'dative pro[)ortion be¬ 
tween loans and faxes, and the tlistribution of the burden. 

According to official estimates the i)robable yield ■ of the 

''I'hoaot of tots conl.'iins an additional Title X called .Special 'I’axca 
which changed the special excise lax on corporalion.s as originally levied in 
191G to one per tnill on capital stock with a deduction of .K,(KX) for domes¬ 
tic corporations. The sfiecial taxes on manufacturers of cigars, cigarettes 
and tobacco were great ly increased and l.welve new classes of special taxes 
were imposed on various kinds of brokers, and of public exhibitions orshow.s, 
bowling alleys, billiaril rooms, shooting galleries anil riding academies, on 
operating automobiles for hire anil on breweries, distilleries, and retail and 
wholeside liquor, dealers or dealers in malt liquor. The tax on motor 
boats and yachts, now increased to a maximum of $10, was removisl from 
the old VI (new Title l.X) “Mxcise Taxes” to this'ritleX (special Taxes). 

2 The e-stimales made by the conference comnnltee are as follows: 


lllCOIlK'S. 

ExceSvS-Profits. 

DLstillod Spirits. 

Feniionted Liquoi’s. 

Wines iind CVirdinls. 

Soft Drinks and Syrups. 

Tobacco. 

Transiiortation. 

Telegraph, Telfplionc and lt;i<lio Messages. 
Insurance. 

. $8.51,(Kill,000 

. 1,000,(K)0,000 

. 110,00(),(KI0 

. 40,(KH),0(K) 

. 7,IKKI,(XI0 

. i;S,(X)0,0(X) 

. li3,.|00,(XI0 

. 157,800,(100 

. 7,000,(XX) 

. 5,000,(XX) 

. 58,650,000 

Admissions aiid Dues. 

Stamps. 

. 51,500.000 

. 29,(XX),000 

. ,5,0(X),000 

Virgin Islands Goods. 

First Class Mail. 

^econd Class Mail. 

. 20,000 

. 70,000,000 

. 6,(XX),000 


Total..$2,.500,,H70,()00 

When the Secretary of the Treasury rendered his annual licfml in Dec,, 
1917,,ho increa.s«l Iheestim.ates of the Excess-Property Tax to $1,226 
millions and of the Estate Tax to 70 millions. 




















THE WAR REVENUE ACTS 687 

addilioniil war rcvcime for 1918 was cxp(!(;tcd to he V/i to 'A}4 
billions. These fi)>:ures, howawer, present no ade(iuate picture 
of the actual tax burden iinpo.sed by the war. To do this, it 
would be nocc.ssary to add the proceeds of e.xisting taxe.s, so' 
far as they exceed the normal |)re-war figures. Wo have seen 
that the internal revenue ]-cceipfs for 11)17 were over 800 mil¬ 
lions. It seemed not at all unlikely that the revenue from the 
same sources for 1918 would be .around a billion. If to this 
we add appi'oxiraabdy the (juarlc'r of a billion (ha-ived from 
customs, we should hav(‘ a probabk; tax revenue of about 
billions.' Deducting llu' (i0()-6.5() millions which repre.sent 
the av(!rage annual yield of the customs and internal levetiue 
for the half dozen years before the outbreak of the European 
war, w(; should have as the additional war revenue for 1918 
between 3 and ‘,V4 billions. 

l'h(! next (lueslion is whelh('i- the war revenue act endeavors 
to raise too much or too link' by laxalion. We shall not at- 
lempt lo discuss here the problem of loans verms taxes or to 
present the economic theory of public credit." Sulficc it to 
say that each method is mcsalisractoiy when pushed to an 
extretne. The chief dis,'idvantage of loans is that, if they are 
not. based on a solid foundation of tax('s, they' lead to a pro- 
Kre.ssive deterioration of public credit, and thus in part defeat 
their own objects; while' the chief elisadvaiitago of excessive 
taxation is the b'ndeney lo disrupt or to re|)ress cnteipri.se to 
such .an e.xtent that the industrial foundations of tlie war 
itself will be weakened. What has been generally overlooked, 
however, is the slight iliri'enaice, measured in percent¬ 
ages, between an undue and a. jiroper utilization of public 
credit. 

The groat conflicts of the ninetei'iilh centuiy have been con¬ 
ducted almost exclusively on the theory of loans. The figures 
ordinarily found are fallacious because they fail to distinguish 
Iietwecn total and war ('xpi'iidil ures on tlu' one hand and total 
and war taxation on the other. If, as is the only jiroper method, 
we attempt to ascertain what pro))orlion of strictly war expenses 
are defrayed out. of war taxes and what proportion out of war 
loans, we shall find that l.hn role jilayed by war taxes is very 
much lc.ss than has usually been estimated. In the history of 

’ As a mat ter of fact, tho actual revenues for 1918 turned out to be 
$3,()72,.847,000. For details .see Appendix, Tabic VII., in/ra, p. 714. 

® Cf. ch.ap. xxiii, infra, pp. 722 et seq. 
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I lie Civil War, for iiistaiice, it. will he seen from the table ‘ ap¬ 
pended that, if we eoiniiare total luxes with loans, the proportion 
raised by taxes in the first full year of lh(‘ war was undei' 9 per 
cent, and that it rose in I ho next year to only 12 per cent, and 
in the two siicceediiif’' years to only Hi per cent. If, however, 
war taxes arc com|)ared with war expenditun's, as is proper, 
tile showing; is far worse. If we estimate the ordinary tax reve¬ 
nues and cxpendiliires at about fifty millions (in 1800 they were 
each about fifty-three millions) it appears from the table “ below 
that the iiroporlion of war taxi's to war expenditures was, in the 
first full year of the war, only one-fifth of 1 pi'r cent and that 
even in the second year it reached only 81-2 per cent. In other 
words, the tii-st half of the war was conducted almost exclu¬ 
sively on the loan policy. 'I’he disastrous results are only too 
well known. 

If we compai'e the fiscal jiropiram of (treat Britain in the 
presi'iil war with that, of thi' other bellifrerents, we shall find 
that the dilferi'iice is much le.ss than is commonly supposwi. 
As a matter of ract,“ the war taxes in the first year of the 
war (which represeiifed .six months of the fiscal year) amounti'd 


to a 

little over 7 per 

cent. 

of the 

war e.x| 

temlitttres. 

Iti the 

second year of the w'lir 

the 

proporfion rose 

to over 9 

per cent 

‘1 

'axks and Loans i.n ^ 

I'll 10 (’ 

IVIL WaH 

1 (tx Mil 

LIONS OF Dollars) 


('usloms Inlcrnal Dinrl 

Toldl lax 

Loans 

Total loans 
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nrenuc 

Utx 

rercniK'.s 


and (axes ahUiined Inj 


’ 





taxes 

1802 

49.1 . 

l.,8 

.'■>0.9 

.'>29.7 

.'i71.0 

8.9 

IStiii 

09.1 37.0 

I..") 

108.2 

77.''>.2 

883.4 

12.2 

1804 

102.3 109.7 

.,5 

212 5 

1()KK.2 

13IK).7 

10.3 

nstif) 

84.9 209..') 

1.2 

29.0.0 

1474..'; 

1770.1 

10.1 

Till- 

■SC figures (lifT(‘r from 

tllOS( 

• of II, ( 

k Adiims 

, I* uhlic. Debts, p. 132, 

wliicli 

have been n'lM'alcd 1 

i)y B:i 

stable, /' 

uhlic Finance, p. t)5d, 

and since 

then 1)V intuiv otht'rs. Tlic 

firsi 

l.hrc(‘ and th(‘ fifth columns of 

the above 

table 

arc taken from Ihc jiiimuil 

rc|)orl.s 0 

if the sccj 

rclary of the 

! treasury; 


the other eiilumns are obtaincil liy simple computation. 


" Exfi 

ENDITUUE AND 

'Paxels in 'riEU 

Civil War (in 

Mit.t.IONS OK 1)01.1,AKS) 


Tatnl 

War 

Total 

War 

Hercentage of war taxes 


expenditurrit 

exp'iiilitiirra 

taxra 

taxes 

to war expi'ndiiures 

ISflfi.. 

477.8 

427.8 

.50.9 

1. 

.02 

1863.. 

729.9 

1)79.9 

108.2 

58.2 

8.5 

1864.. 

877.4 

827.4 

212.5 

102.5 

19.0 

1865.. 

. 1309. 

12.59.1 

295.6 

145.6 

11.5 

>(:/ 

. the detailed 

tabhw, infra, 

p. 7IK). 
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and in tlio tliini y(‘ar to WiV-i poi' coid,. 'I’tic real contrast with 
the United States during the Civil War resides in the fact that 
Great Itritain was, diiritif; tla? lirst. three years of wai’, just about 
one year ahead of the Unibvl States. That one year’.s difference, 
however, in the furnishing of an ample tax niveiiue (|uite sufficed 
to pro.servc Great Britain from the rcsulls of tlu' American fiscal 
policy, d'he same is triu; wlu'ii in tlu! |)r(’senl war we compare 
Great. Britain with the other lielliKiaxiiits, which, iwen in the 
case of France and (lerm.'uiy, have done no b(‘tter tlnui did the 
United Slates duriii}’' ila? first two years of tin; (.'ivil War. 
'J’h(! sig'iiifii'ant fact for our pin-poses is that in the third yi'ar of 
war, after the imposition of heavy tax burdens, Great Britain 
wa.s rai.sing only a little over one-sixth of the war expondituro,s 
by war taxation, while the other belli"erenfs have lii'en doiiiK 
still le.ss. Allhon}!:h the proporfion during- the fourth year will 
jirobably be sliffhtly higher,' the British government ha.s 
.steadfastly refn.sed to make any substantial change in tho 
policy which results in securing by far the greater part of w'ar 
expenditures from war loans. 

In the I'nited Stales, where, at the lime of writing, the finst 
fi.scal war year is only half completed, it is inipo.ssible to present 
more than rough calculations. If the Secretary of thi^ Treasury 
should be correct, in his estimate that the total e.xpenditure.s 
will be about nineteen and a half billions,- the proportion of 
war taxes to war expenditui-es would be about, onivsixth, a 
figure which compares favorable' both with Great Britain and 
with our own Civil Wai- expeiienci's. It is, however, ludi¬ 
crously le.ss than thi' amount pi-oposed by .some of the en- 
thu.siasts both in Congress and in the academic world, who 
spoke about raising the entire outlay by taxation. It is also 

^ As a niailur of faui, it was ('/. iujm, p. 7()0, 

^Tho exact (\stirnatos are nowlii'n* to lie found in tho annual re|H>rt of 
the Kooretary of tlu* tro.asury for 1017. Hy coinhining various ligurt's, liow- 
ov(‘r, wo g(d. tho following result: 


Ordinary oxponditiiros (p. Srt). 12,3U),205,22.‘l 

Postal expondituros {p. 73). 3U3/2t)(),()00 

Loans to Allies (p. 17). 7,000,000,000 

Total expt'ndituros.. 10,0(0,495,223^ 


By the linu' the year was ovor the nxpentiilures turned out to be only 
about, fourteen (lillions, far l(*s.s than the st'urelary liad (‘slirnated. 'rius 
made thc^ aetual proportion of war expenditures dt'rived from war taxci? 
21.8%. In the following year it was only 18.0%. See the table, injra, p. 707. 
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significant, that, t.hc secretary of the treasury, who at the outset 
propounded the 50 50 per cent tticory—tlial. one-half of the 
war expenditures should be defrayed by war taxes—should 
have arrived in his annual report in December at the unde¬ 
sirability of levying any more taxes for the |)resont.' This 
conclusion was evidently forced upon him by the financial d(!- 
pression which supervtaied in the last quarter of 1917 and 
which was popularly ascribed to the new tax law. As a matter 
of fact, the law was only partly responsible; and in so far as 
there was any responsibility at all, the cause is to be sought, 
as we shall s('(!, in t he defects of the law, rather than in the sum 
to be rai.sed. W(‘ may conclude, therefore, that the new law 
docs not err oti the sid(“ of excessive tiaxation. Hut it is probable 
that about as much is sought to be raised by taxation as is 
prudent at the time.- Not only the amount, but the relative 
proportion, of taxation is a far heavier one than has over been 
previously at,tempt(sl in the first year of wai'. 

We now come to the question of how this burdcTi is distrib¬ 
uted. Tin; old-time classification of tax(w into direct and in¬ 
direct not only has lost its former usefulness but is without 
scientific foundation. In former times, when the mass of in¬ 
direct taxes rested upon tin; poorer classes, the distimdion (!or- 
responded roughly to-the contrast between wealth and poverty, 
and the abolition of indinad. taxes accordingly became a lead¬ 
ing demand of social reformers. In niodern times where the 
so-called indirect taxes have largely been removwl from the 
necessaries of life, and imposed upon luxuries or articles of 
hannful consumption, the contrast has lost its point. Indirect 
taxes are no longer necessarily taxes upon the poor. But in 
the second place, the criterion of distinction has been aban¬ 
doned by modern science. In direct taxes, the taxpayer is 
supposed to be the taxbearer; in indirect taxes, oiie man pays 
the tax and another is supposed ultimately to laair the burden. 
Even a superficial acquaintance, however, with the newer 
theorhs of iinhdcmce of taxation discloses the fact that many 
so-called direct taxes ane shifted and many so-called indirect 

■“It is my ciirncst convictiein that the general ceoiinmy of the war 
eh(j’il(l be, permitteil to readjust itself to the mw revenue laws before 
consideration should be given to the im|K)sition of ad<litionul tax bur¬ 
dens.” Ucporl, p. 4. 

’The new law of IttlO iiicreius(sl the war tax rev(!nue from Hi,2511 to 
.1t;i,874 million,H, in the face of an increasi' of war expenditures from Ki to 
almost 18 billions, Cf. the table, in/m, p. 714. 
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iiixes may he borne by the person who originally pays the tax. 
Even to relegate the distinction to the mind of the legislator, 
as was suggested by John Stuart Mill, helps little. In the 
pre.sent law, for instance, no one knows whether it was the in¬ 
tention of the legislator that the insurance taxes or the so- 
called excise taxes .should bo paid by the producer or by the 
con.sumer. In the automobih! tax both views were re[)re.sented 
in (Congress. But even assuming, what is not improljable, that 
most of the (!xci.s(> taxes are intended to rest on tlu' ('onsumer, 
what shall we say of the motorboat tax, which, as the l.aw di.s- 
tinctly declares, shall be paid by th(! user? Is th(^ automobile 
tax, then, indirect and the motorboat t.ax direct? And even if 
we declan? all of the excise taxes indirect, most of them are 
imposed on luxuries, and thus fail to disclose the chief charac¬ 
teristic which has hitherto been assodated with indirect taxes. 
The distinction, thenJon^, is both unckxir and u.sele.ss. 

A cla.ssification moi'e suibed to modern conditions is that into 
taxes on wealth, business, exchange (in the widest sense of the 
term, including tran.sporbition and communication of intelli¬ 
gence and pow(!r), and consumption, which last category might 
be subdivided into taxes on luxuri('s or harmful consumption 
and on ordinary ('xpenditure. This fourfold classification 
might b(? fiirtlier eonipre.sse(l into tlie distiindion between taxes 
on w(?alth and luxury on the one hand and on the mas.s of con¬ 
sumption on the other. Business taxes w<iuld then be included 
in the fir,st division and taxes on exchange in the second, while 
taxes on expenditun; would fall into cither the first or the 
second, according to tluar nature. The advantage of this classi¬ 
fication is that it is apt to throw light on the problem of chief 
interest to modern democracy—the equitable distribution of 
tax bunhms betweem the rich and the poor. 

How do the various tax(!a proposed by the new revenue law 
fit into this fourfold cla.ssification? Since wealth is to be 
measured in terms of either a fund or a flow, it is olivious that 
in the first class are to be included taxes on property as widl as 
on im;ome. d'he present law imposes, it is true, only an income 
tax; but it is not at all unlikely that w(! may again have a tax 
on land or other property. The estate tax would also f^ll 
within the same group, irrespective of the qinsstion whether we 
regard it as a tax on capital or on the income of the recipient. 
In the second category, taxes on business, there ought to be 
included, as we shall see later, not only the excess-profits but 
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tlio corporate-income tax. In the third group, taxes on ex- 
ciiangc, would be comprised the so-called war taxes on facilities 
furnished by public utilities, and the stamp taxes. To the 
first division of the fourth group, taxes on injurious or harmful 
consumption, should be assigned the taxes on beverages, ad¬ 
missions and dues, h'aving for the second subdivision customs 
duties and the insurance tax. This disposes of (‘verything ex¬ 
cept the so-called excis(‘ taxes, which will proliably best fit into 
the subdivision of taxes on luxurious consumption. Hut even 
if they should be classified under busiiu'ss f axes, it would make 
little dilTerence, because in either ca.s(' they would fall within 
the first of two main divisions, taxes on wealth and luxury as 
against taxes on general consumption. 

According to this classilication, file new taxes on wealth 
amount to about 7f per cent of the whole, the taxi's on lux¬ 
urious or harmful consumption to about. Id per cent, and the 
taxes on exchange and gi'iieral ('xpenditure to a little less than 
13 per cent.' This ri'cord is almost as good as that of flreat 
Britain, when' an even larger proportion of the new war taxes 
has been derived from wealth or luxurious or harmful consumii- 
tion. It is signilicanl. evidence of the progress that has been 
made in the conceiitions of fiscal justice as a result, of the dem¬ 
ocratic develojiment. of the last generation. Ihe cont.iast of 
this distribution with that of the t'ivil War period could not be 
more striking. 

Since, therefore, the overwhelming proportion of the new 
revenue was to come from taxes on income and excess iirofits, 


' OlSTIUHUTlON OK WaU TaXCS {IX Wll.l.lON.S OK DoLI.Alls) 


Wndlh 

Ineomt'.SH51 | 

Excess Profits.1,000 - $1,850, or 15 per cent 

Estate. ^ 

Luxuries ami Ihirniful Coiisuiiiptioii 

. ^ $528.1, or 15 per cent 

Excises.j 

Exchange 


Transport lit ion .. 

.157.5 

) 

T(}V;gra()li, etc.. . 

7. 

[ -= $2f>9. 

Stamp. 

21). 

Postage. 

... 70- 

J 

Expendit are 

Admissions. 

., , 51,1 

\ = $50.1 

Insurance. 

. 70. 

J 


] 

=$525.1, or 12.0 per cent 
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any adequate interpretation of tlie law must deal primarily 
with these sources. 


IV. The Income Tax 

I'ho American income tax has sone through a rapid devel¬ 
opment. Impo.sed originally a.s an emergeiKy mea.siir(> during 
the ('.ivil War, it disappeared in 1872. Ke-eiiacted in 1891, it 
was declared uiiconstitulional. A prolonged discussion led 
to the adoption of the sixtismth Amendnunit in 1911 and to 
the pas.sage of the law in 1913.' As was inevitalih^ in a pioneer 
measure the act w.as not without defects in both theory and 
administrative provisions. ,Som(' of these were eonsidereil by a 
committc'c of the National Tax .Vssociation of whiih the pre.sent 
writer w.as chairman a.nd .shoiily thereafter not a few of the .sug¬ 
gested aniendnnnits were adopted. 

'1'he chi(d j)uri)os(' of tin' Act of Rcptemls'r S, 1916, referred 
to above, was lo secure incre.ased revenue. .Vccordingly, the 
rate of tlu^ normal lax was incj'eased lo 2 per c(ait and that of 
the additional tax lo a scale of from 1 to 13 per cenl. Other 
important cha.nges in tlie law were as follows: (1) th(' tax was 
definitely imposed upon non-resident aliens; (2) deductions 
were jx'rniitted for taxes levksl by foi'(‘ig]i countries; (3) al¬ 
lowance was made for loas(w actually sustained in tran.sactions 
not connected with one’s ixgul.ar business, provided they did 
not exceed the i)rofits therefrom; (4) in the case of oil and 
gas W(4ls and Tnines a I'casonable .allowance was permitted for 
aetu.al leduclion in out|)ut or for deplelion; (.a) parliu'i's were 
allowed to deduct a propoit ionale share of I In- partner.ship in¬ 
come which would be exempted if taxed lo individuals; (6) 
provisions was made for the publication of full and adequate 
statistics. Among the minor changes were I hose requiring all 
individu.als to make a return of diviihaids ix'ceived, permitting 
the taxpayer to keej) his books accoi'ding to the melhod of 
accruals in lieu of that of actual receipts, and allowing the 
commissioner of internal revenue to grant an extension of time 
in making returns. 

While the law of 1910 resulted in a revenue of about 300 
millions, the law of 1917 was designed lo increa.s(‘ the yiol(^to 
about a billion and a (inarter dollars. Tliii chief content of the 

'For an apprcciatinn of this law by I,he present, writer, sw; Scligman, 
Tim Income Tax, 2il (slition, lt)14, last cliaiiter. 
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law, therefore, consists in changes of rates. Advantage was also 
taken of the opportunity lo make alterations in other provisioiis. 

The chang(! in rates was of a threefold character: an increase 
of the normal tax, a lowering of the ex(anption, and a rise in 
the scale of progression. A supplementary normal tax of 2 
per cent was imposed, bringing the total to4 per cent. Th(^ law 
furthermore iirovides for a reform that ha<l been widely urged 
by thos(> who eonsideri'd the exemption of .?3,l)l)t) -4,t)i)t) entirely 
too high. y\ccordingly, in the case of the supplementary 
normal tax the exemption was reduced toll,Ot)t) for unmarried 
and S2,t)0t) for married persons. 'I'he law also provides for an 
additional exemjUion of .1?2III) for (‘ach child under eighteen 
years of age or incapabk? of self-supi)ort because of mental or 
physical defect. 

In ord('r to coiml('rbalance this reduction, which will bring 
into the toils of the law millions of new taxpayers, the rates on 
the higher incomes were sharply increase<l. 'I'lic original law, it 
will he remembered, had provided for a so-c,ailed additioTial tax 
(popularly called the surtax oi’, sometimes, the ,sui)ertax) on all 
incomes over $21),1)1)1), muging from 1 lo 8 per cent on the 
highest amounts. 4'he law of 1916, a,s wi' have noted, increased 
the graduated scale so a.s to run from 1 to 13 per cent. The 
law of 1917 reduced to $.'),1)1)1) the amount at which gi-aduation 
begins and provided an entirely dilTercnt scale, ranging from 1 
to .60 per cent, for the supplementary additional tax. 'i'he 
result is that the maximum rate was now 67 per cent, that is, 2 
per cent old normal tax, 2 per cent, sup|)lement!iry normal tax, 
13 per cent old additional tax and 50 per ccint new additional 
tax.’ 

This is the highwater mark thus far I'eaclusl in the history of 
taxation. Never befoie, in the annals of civilization, has an 
attempt been mad(' lo take as much as t.wo-tliirds of a man’s 
income by taxation, 'I'lic nearest approach was during the 
great polilreal struggles in mediawal Italy, where, as in Florence, 
the income t.ax once reached a figure of 50 per cent. ’ In com- 

■ Tlic lt)18 act wcTil s6ll further in making the nuttimimi 77% nn por¬ 
tions of incoiiKy over a niilli<m dollars. This was aceoiiiplislicrl by making 
the^orinalratc 12% (reduced to 0%, in the fii-st .It,IKK) of taxable income) 
and the surt.ax 0.5%. For lOlt) the normal rates were reduced to 8% and 
4% respectively, making the maximum rate 7:i%. ('/. the Appendix, 
infra, p. 713. 

’ Cf. Seligman, Erogressive Tamlim in Theory and Practice, 2d edition, 
1908, p. 22. 
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paring our [irospnt inconit! (ax with (lie British, iiioi'i'over, it is 
to be noted that our rates are niueli liiglier on tlio larger in¬ 
comes and much smaller on the lower and luoderati’ incomes. 
The American scale is an eloiiuent test imony (o tlu! fact not only 
that large fortunes are far more )}unierous hei(^ than abroad, 
but also that (laa't; is greater ap])i'eciation of lh(^ (hanocratic 
principles of fiscal justice. Kor (he overwhelming (rend of 
modern ot)irdon is clearly in (lie direction of applying to («ce.s- 
sive fortunes (Ik; principh^ of faculty or ability to pay. It. still 
remains to b(^ seem, however, whether the new law, with its ex¬ 
ceedingly high rates, will (urn out to be as workabfi^ adminis¬ 
tratively and as productive fiscally as a somewhat lower scale 
would have la'cn.' 

The .second change in (he law is (he virtu.al abandonment of 
the stoi)i)age-a,t-s(.»U)-ce method of collection. It will la^ riauern- 
bered that, the two leading types of income tax that had devel¬ 
oped during (he last generation wen' the .so-called lump-.sura 
method of Prussia and the scheduli' method of (iri'at Britain. 
Tin? Prussian system, which I'csted finally upon accurate official 
asses.sment, depended for its success ui)on an incorruptible civil 
service and (he fear instilled into the average taxpayer of mak¬ 
ing false returns, (heat Britain had long since abandoned the 
scheme and had substituted the plan of imposing (Ik^ re.spon.si- 
bility of the tax upon (he person who i)aiil (he income rather 
than upon (he recipic'iit. As between the uncheclual lump-sum 
and the stoppagavat-source method it is clear that under 
American conditions (he lattei- w'as prefi'rable. At the clo.se, 
however, of the di.scu.ssion in Itlld, an alternative plan wassug- 
ge.sted, to which the pre.sent wiiler gav(^ the name of informa- 
tion-at-soui'ce, designed to achieve tlu' substantial purpo.ses of 
the collection-at-source methoil without its discomforts and 
complications. This altca'ation, which ,'dmost succeeded in 
1913, and again in 1910, and which was warmly espoused by 
tile income-tax committee of the National Tax Association, 
has now bc'cn finally adopted in essc'iicc^. 'I’he law made the 
tax collectible from the r('ci|)ienl of llie income, Imt imposed 
upon the payers of income, the obligation to give full informa¬ 
tion of the amount, and conditions of |)a,vni('nt. Informati^in 
is required from corporations as to dividend payments; from 

'Tliis itmlit has ticca canlinaol in (he great falling <i(T nf tlic rcvcmic.s 
in tlic upper .scIkmIuIcs in 11)10 and 1020, and the natinn-wide ninvoment 
for a rednelinn of the excessive surtaxos. 
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brokers as to details of l.raiisai'tioiis; atid, in f;eneral, from all 
persons irmkins payiiK'nl lo any other pei-son of any “fixed or 
(lelerminal)le jrains, profits and ineoine over .fSOO.” Only two 
excoidions pc'rinitted. Withlioldiiif!; at the source is retained 
for the original normal tax in the case of income actcruing In 
non-resident aliens and of interest on tax-free bonds. The 
latter exception was inserled as a concession to bondholders 
who, rclyinn n|)on the promise of the corporations to assuim' 
the tax, had paiil so much more foi’ the bonds. It is lo Ix^ re¬ 
gretted, however, that the law fails lo include tin' provision, 
found in the British statute, which prohibits for the future tln^ 
inclusion of such tax-free covenants in corporat(' bonds. 

The suhslitulion of infoiinalion-at-source marks an ad¬ 
vance in the law, although it still remains to be .seen whether 
the new system will pi'ov(' more ('I'fective or less cumbrous l.han 
the old. In aiiy e\’enl, however, Ihe chief olyjectiou to tlu; 
uncontrolled lump-sum method, employed in our earlier in¬ 
come-tax laws, has been removeil. 

On llie fund.amenlal fiuestion of what constitutes income the 
new law does not take any fresh stand. This still remains a 
difficulty which, however, not only is shar('d by many other in¬ 
come-tax laws but is traceable to an inailequate analysis. 'I’he 
distinction belwen capital and income has received far less 
scientific attention than it deserves. It may be said that there 
are at least thre(' dilTci'cnt conceptions of income found in eco¬ 
nomic literature: Ihe one (anphasizes the idea of regularity or 
recurn'tice; Ihe .s('ciind accentuates the idea of product or 
retuni from .an enduring source; the third, or net-profit- theory, 
laj'.s stress on the surplus of what comes in over what, goes out. 
It is impossible here to discuss the widely divergent practical 
conscciuences of these theories. It may lie .said, however, that 
until economists have decided which of the three is coi'rect, the 
interpi'elation of IIk; law is liound to create endless trouble. 
Some of the chief difiiculties of I.Ih' inl-er|)rotation are still 
associated with the (luestion of slock dividends and depreciation 
in the mark'et- value of securities.' 

• For a siitjscqiicnt- (lis(iissioti of flic concept of income .see an article by the 
pn’sent writ cron “.treSltjck Dividends Income” in Tin; Amtrimn Emmtw'e. 
Rmew, vol. ix. (I!)li)) |ip. .'ilT-.t.'iO; die article liy It. M. Haig in The Pahml 
I,iconic Tiu. Cnliiiiihiii I'nii'mlhi h-duren, l!t21, pp. 1--1S; and F, It. 
Fairchild, “Fcdcnd Taxation of lncom(! and Profits” in Taxes ami I’m- 
cecilimjs of Ihe ;Ud Aiuiiml Medimj of the. American 5th Economic Assodn- 
lioiiin AUaidic ('ihj, it),10, l!)2l, p]). 149 d saj. 
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An important change in (Ik? flftdiictions permitlod in the eom- 
piitatiori of taxable income is found in (la? trealment accorded 
to gifts for religious, charilable, scientific or educational pur¬ 
poses. When the bill was in commifti'c, fear was ('xpressed lest 
the high rates should check the Ilow' of philanthroiaC gifts. In 
order partly at lea.st to olivdati; a con.si'(|uence which would be 
deplorable in a country where charity is ovi'rwdieliningly of a 
firivate character, it is provided that all such gifts may be de¬ 
ducted, provided they do not exceed (ifteen per cent of the 
taxable income. Thi.s inti-resting dejiarture is in line with the 
American jiolicy ol tax exi'inption for ('ducational and philan¬ 
thropic in.stitutions. It is to be r('gretted. Iiowevi'r, that in the 
estate tax a similar provision has been oinitled,' 

d’wo other ini|)ortanl. changes were madi' in the list of de- 
duction.s. In thi' original act a. deduction was pennilted for 
interest on debts. 1|. was pointed oul during the discussion 
that', inasmuch as the first' i.ssue oi l.ibiaty Bonds was tax 
exemiit, il would be profilable for individuals to finance their 
bond purchases by bori-owing, for (hey w'ould save the tax not' 
only on (he bond interest ivceived but' on (he loan interest paid. 
It was to obviat'i' this invitation to intlation and fiscal inju.stice 
that, the hw excejiled Ironi thi' ])i'i’niissil)le di'diiction interest 
on debt incurred for (he purchase of tax-free government bonds. 

'I'he other point has reference to the deduction for taxes. 
It is jilain that it all (axes continue to be d(‘ducted, (he paynnent 
of a large income tax in any one year will operate as a substan¬ 
tial and pr()gres,sive reduction of (he tax in following yiairs. It 
is therefore iirovidi'd (hat tiu' pm'ini.ssion to deduct (axes shall 
not apply to income and exce.ss-protits taxes. In any one year, 
however, (he net income may be credited with (he exces.s-profils 
tax assessed in the .same year. 

Finally, the exem|)lion hcri'tofore acciirded to (he intere.st 
on government bonds is limited to (h<' |iai'licnlar exemptions 
allowed in the acts authorizing llu' bond issues, d'he new four 
per cent' bonds carry with tlu'in, as is well known, an cxcinption 
from the normal income tax only. 

Up to this point we have di.scussed the individual income tax. 
The law, however, provides, as befoi'e, also for a corpoi-ate in¬ 
come tax. In addition to the existing normal tax of two^ier 
cent, a .supplementary tax of four per cent, is imposed upon the 
income of every corporation, joint stock company or a.ssociation, 

‘ This oversight was cniTcotcd in (he act of 11)18. 
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or insiiratu'e ooinpuiiy, but not incliulin)' purtiiorsbips. The 
nisult is that corporations will laa'taifUa’ |)ay a tax of six i)er 
cont on their income.’ In coinputins the tax, however, all 
(lividciuls ix'ceived by one corporation li'om another taxable 
corporation are deductible—an important concession to holding 
companies but a conce.ssion limited to the supplementary tax.” 
The limitations on the d(Hhiction for interest, ami taxes referred 
to above in the case of individuals are applicable also to cor¬ 
porations, as is the irmvision permitling the crediting to income 
of th(‘ excess-profits tax levied in tin; same year. 

('orporal ions, howawaa-, are subject, to a furl.hei' lax of I.en per 
cent on the amount of profits rem.aining undistributed six 
months after the end of the year. Income actually invested in 
business or in federal bonds is exempted fi’om this additional 
tax; but if it transpires that profits retained for (anployment in 
the busine.ss are not so employed or are not r(‘asonably recpiired 
therein, they shall be subject to a tax of fift(a'n per cent. It may 
be conjectured that these iirovisions, if enfoixaal, will haul to 
a spe(!dy distribution of all coi'porab^ profits that .shoidd prop¬ 
erly go to the stockholders, and |ierhaps of some that ought 
properly to be reinvested in the business.” 

Finally, attention may be called to a jn-ovi.sion jrermitting 
the payment of t.lu' incoiiu! tax, both coiporate and individual, in 
instalments of twenty-five per c('nt at intervals of one, two and 
four months after tla^ close of llu^ taxable yeai', the final instal¬ 
ment to be payable by .June 15, as before. 

In any fair estimate of the pre.sent law five defects may be 
noted, some of them survivals, some of them additions. 

The first weakness is the failure to introduce dilTeronliation 
between earnerl and unearnd inconu!. An attempt was made 
to persuade ('ongrirss to adopt this (listimd,ion, which, as is well 
known, was initiat(Ml in (iix'at Britain almost a decaide ago. The 
r(!ason advamaal for the refusal--th(‘ fear of further complicaF 
ing the tax—is far from convincing. Simplicity gained at the 
expense of equity is not to be admired. 'I'be situat.ion is in 
fact aggravated by the extension of tin; oxc((ss-profits tax to 
professional incomes, as a result of whicli, earned incomes, in- 

UTlie law of 1018 incivascd the rate of the corporation tax to 12% for 
1918, and 107o ttienaifter. An initiid ((xem|)tion of $2,000 wa-s allowed. 

’ Till* law of 191,8 abolished this limitation, aa well as that on the amount 
of deductible int(*rest. 

• The undistributed projicrty tax was dropped in the law of 1918. 
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stead of boins taxed loss, will aetually bo taxed more than 
uncariKxl incomes. This is of (ioiirse a travesty of jiistii’O. 

The second defect is that returns, instead of Ijoing demanded 
from every one, are reciiiircd only from the non-exempt cla.ssos,, 
that is, from those; whose income cxcer'ds .$1,000 2,000 oi- .18,000- 
4000 respectively.' This, (;oupled with the failure to compel 
a return of income from g:overnm(;nt lax-fri'c bonds, will 
prevent tin; collection of valuabk; information as to the total 
social income and its distribution. A return, including the 
entire in<;ome, should l)e reciuirr;;!, as is almost uniformly the 
case elsewh(;i'(', fi'om every citiz(;n. 

'I’hird, tin; provision as to (In; (;aleulalion of losses and gains 
is still inetpiitidile. On any one of the three different, theories 
of in(;ome referrcsl to above, our present, pi-acticc of counting (;er- 
tain gains as income and of I'efusing to .allow for corresponding 
I 0 S.SOS is not only indefensible, biitsim; to ci’eate gross inecpialities.- 

In the fourth place, the treatment accorded to dividends is 
highly (piesi ion,able. Dividends must, indeed, be reported by 
individuals and, although not subject to tin; ordinary normal 
tax, are liable; to both the supplementary norm.al tax and the 
additional taxes. A new section, howe'ver, provides that divi¬ 
dends are taxable' at the rate's pre'scribe'el feer the' ye'ars in whie'h 
the e'orporate |)rotils eire eiceamudale'el. 'this is unjust be'e'ause 
the divieleenels eeiight to be' ceensielere'el inceaue wheai rece;iveel, 
irre'.spe;e'tive of when the |)re)lils we're' eariu'd. If the war sheadd 
last sevc'nd ye'ars anel l)e' attenele;el by an increase; e)f war laxe;.s, 
it is likc'ly that m.-my we'allhy steeckholelers will escape by the; 
fact of the ceirieeerate' jemfits h.aving be'cn originally oarne;d in 
the period be'fen'e the high teixe's we'ie' imijeese'el. Moreover, the; 
law will probably be' so cejinplie'ate'el eis not to be; eiisy of e;n- 
fore;e;me;nt. Tor the rate; e)f the; lax will elepeaiel upon the 
amount of total incefitie in any erne ye;ar .'inel the ielentical 
amount of elivielenel may feerin an e;ntirely eliffe'reent proportion 
of that income from ye;ar to yciii'. It, will be inere'asingly diffi¬ 
cult, there;fe)rc, to aelminister the provision. In the meantime;, 
great cemfusion will ensue.'’ 

‘The; iieimbcr eif re;limia filesl in IDIS wius 4,42.5,114 lus compare'el with 
78,000 in 1017. Cf. Statistics of Income Cominlrd from the Returns of 1918. 
1021, p. r>. % 

‘This elefeeot, wees peirtly romovexl by the; I.-iw eef 101,S which peerniits the 
deduct,iejn of ,all hisses whether ineeurreei iei Iriiele eir eetherwise. 

’The kw eif 101,S meeeic dividcnels taxable at the rate in force in the 
year when elcckred. 
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"I’ho final rtefeet is that no machinery has yet been devised 
to cheek the returns from individuals ensased in business or 
occupations. In the case of large corporations and partner¬ 
ships, as \v('ll as individual incomes from sccuritio.s, the system 
of informal ion-at-sourca^ tog(!ther with the observance of 
modern accounting rules, will in all probability (uisuro fair 
accuracy in (he relurns. Rut wliei'C muther of these safeguards 
is applicable, a large loophole is left open. Where the rates 
of taxation are as high as at. present, the? dangcu's of (wasion 
are multiplied; and evasion means not only loss of revenue, 
but inecpmlity. Much has laam done elsewheo^ to institute 
checks designed to diminish (his danger. While somi^ of the 
stateuKad.s * advanced in and out of Congress as to tlu! wid(!- 
spi'(\ad evasions in the pri'siuit law are clearly e.xaggerated, there 
is still room for d(aad(^d improvement in administration. 

V. The ExcesK-Profih Tax 

Although the income tax, bot.h old and new, is designed to 
provide aliout tlu* same reveiUK' as the excess-protits (ax ■ the 
latter is (he novel part of the law. What, is its significance? 

The first point- to b(‘ (‘m|>hasized is that, it is a bu.siness t.a.x. 
The crileiia that may be employ(sl in classifying taxes are 
manifold. For the |)urpose, however, of (^plaining (his ne.w 
impost it will sulfice to observe that la..xes on wealth arc; su.s- 
ceptible of a threefold division. 'I'lie (ax may be on cither 
property or income; on either individuals oi' corporations; on 
either persons or things. It is (his last distinction which is of 
conse(iuence heri! llii' distinction which the lawyers maki! be- 
twcxMi (axes in pcrnoiimn and in rein. ATiiong (he "things” 
on which ta.xes may bc! imposed are latid, ca|)it.al and busine.s.s. 
The cx(x‘ss-profits tax is om^ on tlu^ busin(‘ss, irrespective of 
the [lersoii who conducts it,. It is like; the real-iistaf.i^ tax in 
New York, assessed on (he land, without regard to the owner. 
The objection, theix^forc, is not, vidid that because^ tlu; tax is 
imposed on profits, it constitutes double taxation, in superirn- 

‘ C/. The. Uniteil Stales Income Tax Steal? The. Farts and the I'rnafs iitiimt 
mo.mjm taken Aimmdly hy the Hick from the. If. S. Treasary. By 
Bivil! M. Manley. 

'Income tax 1,201 milliona; excess protit.s tax 1,22() millions. See lie,- 
jml of the. Secretary of Treasury firr 1,917, |). 71. 

As a matter of fact the income tax yielded 1,004 and the excess-profits 
tax 1,844 milliona in 1917. 
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posing one income tax upon anoi.lier. I'iiis is the same confu¬ 
sion of thought which tins led some writers to oliject to the 
inclusion of a coiporate-incomc tax in a law which endeavors 
to reach the entire incotiK! of the individual. I’he corporate- 
income tax, lik(5 th(! exc('ss-prorits tax, is a tax on the business, 
not a tax on the individual; a tax on a thing, not on a person. 

In the .second |)lace, tln^ exce.ss-ijrofits tax is not a war- 
[irofits tax, if by this term we mean a tax imjwsed upon the 
additional profits r(‘.sulting from (he war. This consfilutes its 
chief dillei’enc(' from t.ln: war-f)rotits taxes leviial elscwliere. 

The almost simultaneoiis instilution of the war-profits taxes 
abroad is (flsy of compi'cdiensioii. Never Ijcfore in the history 
of the world have siicli gigantic sums been expended by bel- 
lig(U'enfs or havi? such colo.ss.'d gains Ix'en mad(! by private 
individuals in belligerent and neulraf countries .alike. It was a 
natural feeling f h.at no privat(' enterpi'ise shotdd Ik^ permitted 
to make inordinate giiins out of th(' misery of humanity, and 
thiit th(' community is entifh'd to a great part of f.he profits for 
which no individual enlerprise is nxdly res[)onsible. The con- 
sequema^ was that f li(> government (weiywhere i)ul in a (Turn to 
a larg(‘ share of these irrofils due to lh(( war. The proportion 
has risen in some countries to eighty or ninefy |.)er cent, and the 
war profits have in geneml Ik'ch d(‘lini'd as the ('xcess of profits 
during the war over tho.se during a. pre-war |)eriod. 

d'lie reason which induced ('ongress to modify this principle 
was that not, a lew of our largest business enlei'pri.ses had boon 
making immense profits in the pn'-war period, and that, inas- 
niinh as l.h(( profits, both past, and present,, wu're scarcely being 
touch(‘d by the corporate-income lax, tlu'se enteipriscvs would 
virtually be e.xempt, whiles their mon^ unforttinat(! comimtitors, 
who had done relatively poorly during the j)n(-war pw'iod, 
would tujw be heavily burdened. 'I’lie ihicision w'lis t.herefore 
reaclnxl to levy the tax not, on w'ar profits as such, but on ex¬ 
cess profits in general. Although the tax is cidled the “war 
exce.ss profits tax,” the term really means the tax on (excess 
profits levied during the war, just, as the terms “war excise 
taxes” or “war income tax” mean the respective taxes levied 
during the war. 

The significant fact, however, is that nothing is .said at»mt 
the limitation of the fax to the period of the war. In the 
war-profits taxes abroad the taxes cease automatically with the 
end of the war, for wlierc there is no war there can be no war 
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profits. It is entirely pn.ssible, however, for our tax to eontinue 
aft(‘r the war, just as it. is pos.siI)lo that fiscal e-xigencies may 
compel the continuance, in whole or in part, of our war income 
tax or of our war excises. It will he seen, therefore, that we 
have here, ready to hand, a potenti.al source of the future 
income which will be so sorely needed hereafter, and for which 
European state.smen and publicists have lieen dimly groping. 

It has beam thought by .some that the i)rinciplo is something 
new in taxation. Pnifessor T. S. Ailanis, for instatice, empha¬ 
sizes the fact ‘ that it is a reversion to the benefit theory of taxa¬ 
tion and is to be con.sidercd as an extension of the spccial- 
assessnumt doctrine. 

Roth of these statements, how(!V(‘r, involve a partial miscon¬ 
ception. The e.ssence of a special assessment, consists of a 
mca.surable benefit accruing to an individual as a member of a 
definite area, from a particular .service rendered, and calling 
for an outlay, by the gov<'rnment. In a tax tlnu'e is never 
.such a pai'ticular si'rvice nor a separately measurable benefit. 
The criterion is not benefit but faculty or ability to pay. The 
confusion arises from th(' faiinrf? to observe, as was pointed out. 
many years ago,- that ability (a)nnotes not (uily the old-time 
consumption or sacrifice element but also the production or 
privilege element. A business taxis none the less based upon 
ability to pay Ixicause th(‘ predominant crileiion may consist, in 
the profits deiived in part from tlu; privileges due to f lu; general 
economic or legal environment. The exce.ss-profits tax is a tax 
in which, as in many others, the ability of tlu! taxp.ayer is meas¬ 
ured, in part at least, by the [navileges enjoyed. It is not to be 
confounded with a special a.ssessment. d’hero is no special 
measurable benefit conferred by a particular .service rendered, 
and in\’olving an outlay, by the government.“ 

' “Principle.'} of li.xce.ss-l’rotifs Ta-xation,” in the Antuik of the Amerkan 
Acadeiiiij of Tolilk/il and Hocial htdcrice, volume Ixxv., p. 1.5-4; and more 
fully in “Federal Taxes upon Income and Exce.s.s Profit.s,” in the American 
licomimk Itmav, vol. viii.,no. 1, Kupt)lement, March, lfll8. Papers and 
Proceedings of the dOlh Annn:d Meeting of the American Economic As- 
vsocialion. In a lair^r paper “.Should the Excess-Profits Tax be repealed “ 
in The Quarterly Journal of Economics, x.xxv. (1921), p. dCIi, Professor 
Aflams modifies his conception. 

*^eligman. Progressive Taxation in Theory and Practice, 1894, p. 191; 
cf. 2d edition, 1918, pp. 291-292. Cf. the various passages in the present 
volume, pp. ;i40, 418, l.'iS -444. 

’ For a fuller statement of this point rf. the Amerimn. Economic Review, 
vol. viii., no. 1, sui)plemcnt, where Professor Adams’ paper is considered. 
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When, however, wo come to consider the precise wny in 
which this now hnsinoss tux Inis been worked out, we find that 
it is opwi to serious criticism. In the J'luroiican laws the taxe.s 
are not on war exce.ss profits hut. on excess war profits, tliat 
is, on the (‘xcess of war profits over peace profits.' Since, 
however, onr plan is to fax excessive profits in genw'al rather 
than the excess over a pi'c-war standard, the criterion had to ho 
lodscd elsewhi're tiian in pre-war profits. 'I’iiis criterion of 
normal profits is dedared to he a certain percentaKC of the 
ca[)ital emiiloyeil, the pre-war ix'iiod heinfr utilized otdy in¬ 
cidentally in ascertaining this normal irercenl.a^e. That is to 
say, in compiitinf!; excess profits, the law takes the exci'ss over 
a so-called deduction or normal amount, consistini!: of a fixed 
sum ($3,1)01) for domestic coi'porations, or $l),00l) for iiartner- 
shi[)s, citizens or re.sident.s), tofretlier with an amount, equal to 
the i)ercentai!e of the invested capital repi'esentcd hy the average 
annual income during the pre-war period, provided that this 
percentage .shall in no casi' he less tlia,n 7 nor more than 9 per 
cent of the capital. The iire-war peiioil is held to he the pe¬ 
riod from 1911 to 191-1. In case tin* husiness was not in ex¬ 
istence in tho.se years, the deduction is fixed at 8 per cent 
in.stead of the 7 0 [ler cent. .\nd in case there was no income 
or a very low income dui-ing tin- |)rc-war iiciiod, tlu' criterion 
i.s the percimt.age of capital earned hy a similar or representa¬ 
tive business. 

From this ha,se line of normal profits are comiuited the ex¬ 
cess profits, tlu' tax rising pi-ognssively with the excess, being 
fixed at 20 per cent on the exci'ss [irofits up to l.'i pi'r cent; 35 
per cent on the excess from 15 to 20 pi>r cent; 35 per cent 
on the excess from 20 to 25 per cent; 45 per cent on the ex¬ 
cess from 25 to 33 per cent; and tit) per cent on the excess 
profits over 33 per cent.* 

‘The British War-Profits Duly iicrniillcd as an alternative, when 
more favoraWe to the l.a-xpaycr, the so-ralled “percentage .standani” 
based on invested capital. I'A-en though tar more succe.s.sfully ailminis- 
tered than the Ameri(-an tax, it was .aholistu'd in 1921 as soon as jiossihle 
after the war. For a thorough .study of i(s working cf. R. M. Haig, 
I'he Tiwilimi af Excess I’rnjils in (Ircal UriUiin, Ameriain Economic Rcriew, 
vol. X., Supiilanent, Dec., 1920. Tlu! rate.s were as follows: 1915, 50%; 
1910, 60%; 1917, ,S0% 191'J, 40%; 1921), 00%. '' 

’The law of 19IS changed the name to the War-Profits and Exceas- 
Profit-s 'Pax because it now also granted a “war-profits credit.” consisting 
of $3,000 and an amount equal to the average net income tor the pre-war 
periixl (1011-1913) plus or minus 10% of the difference betweciUhe invested 
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It is olwioiis that tlio important point liern lies in the eompu- 
talioii of ea|)ital, for with one exc(;j)tion ' income is defined 
precisely alike in IIk! excess-profits and the iiiconie-l.ax laws. 
'I’he greater the amount of the “investcsl capital” as compared 
with a given income, (lu? smaller will he the pca'centage and 
the tax. What conslitutr^s inv('st(al capital, how(!ver, is so 
elusive as to lx? virtually impossihk' of pixx'ise computation. 
Not only will I herr^ Ix^ gro.ss iiuxiuality hetween husine.sses which 
enjoy the .same income hut which are variously capitalized, 
thus putting («tra taxation on small and conservatively capital¬ 
ized concerns; hut all manner of opportunity will he afforded 
for eva.sion of tla* law. 'I'Ik' effort madi' to d<‘fin(\ capital hi 
the law is unavailing. Invested capil.al is defined as .actual ca.sh 
paid in, the actual cash value of tangilik' jiroperty, and the 
paid-in or earned surplus employi'd in the husine.ss. Patents 
and copyrights an' included up to the par value of the stock 
paid therefor and the .sami: rule is (h'clared applicable to the 
goodwill, trade-marks, and franchises or other intangihle prop¬ 
erty, provided that if purchased before 1(117 the amount is 
limited to 20 jicr cent of the capital. The inadixiuacy of the.sc 
provisions is manih'st. 

It has been contended, in defense of the law, that it is on 
the whole immateri.al whether (he criti'rion he sought in income 
or in capital; for capital, we ari^ toki, is nothing hut capitalized 
income." In re.ality, howiwm', capitid is not capitalized income; 

capital for tlx! pre-war pcri<al ami for llic laxahle year. The "excess 
lirofifs credit” was fixed at $:!,0IK) plus .S',', of ilu' invested capital. The 
ratc.s were (1) ',i% on (lie cxix’ss of the net inconn^ over (lie excess-profits 
credit to 20%of llie eapitid, (2) li.o'',, on (lie income over 21)'/;, of the cap¬ 
ital; and (2) the sum, if any, liy wliich itU';;, of llie income in exce.ss of the 
war-profits credit exceeiled tlie (axes in (I) and (2). For 11119 and there¬ 
after the rales in (!) and (2) were reduced to 20'% and '10'% respectively 
and the Ihird hraeket was dropped. 

‘The deductions allowed from corporate gross income in the excess- 
profits lax followed th(“ corporation excise tax law of 1909 and not the 
income-tax law. The dilfcience, it will he reinenihered, is tliat in the 
former law deduction is permitted on bonded indchledness to an amount 
not exceeding the capital; wliercas in llie latter, the dcahiction was until 
1918 limited to onivlialf the sum of the bonds ami slock. 

‘This point is made hy Professor Adams in th(! address cited supra, 
p. 7f2, “Fwlend Taxes upon Inconu! and Excess Profits.” This marks a 
decided change of mind from his earlier statement in h’iiumcial Mobilim- 
lion for War, Pajurs imhlislicd hy the Wt'slcrn Emmatic ,Soci('ty and the 
City Club of Chicago, 1917, p. 117: "To that question in this country filled 
with corporations whose capital accounts mean nothing, there is only one 
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capital is the capitalization not otily of present income but of 
anticipated future income, which is a very different thing. If, 
as freciucntly hajtpens, the anticipated future income dorss not 
materialize, therr^ is .a vital difference between a tax on capital' 
and a tax on inconu!. d'he objection (o (he law' still remains, 
as before, that (he choice of cat)ital not only constitutes a 
clumsy al(<anpt. to reach taxable ability, but iniroduccs a gross 
inequality in principle and a deploraiile unec'rtninty in admin¬ 
istration. While .soiiKdhing jnay no doubt be done to clear up 
the ambiguities and to reniovf? .soiik^ crass inequities, enough 
will remain to deprives the measure of a claim to .scientific or 
pratdical validity. 

The most .serious objection to (he law, however, has yet to 
be mentioned. Mv(m .i.ssuming (hat the above difficulties were 
removed, that the capital could be accurately estimated, and 
that it varied in amoiird. jiroportiomdly with (h(! income—even 
on these unlikely assumption.s, the (ax would .still be defective. 

This is due to the criterion chosen for the basis of the grad¬ 
uated scale. Something can bo said for a graduated tax on 
iiuaime; something c.an even be said for a graduated tax on 
capital; but it is dilllcult to .say anything in defen.se of a tax 
which is graduatiid on the varying pi'rc(!ntagc whi(di income 
bears to cai)ital. To p('nalize enf(>rprise and ingenuity in a 
way that is not accomplished by a, tax on either capital or in¬ 
come.this is the uin<ine distinction of the law. For, in the 

first place, while if. is true that, (‘xcess profits are sometinnss the 
result, in part at le.ast, of the soci.al environment, they are not 
infrequently to be ascribed to individual ability and inventive¬ 
ness. While it is entindy proper that a share of the profits 
should go to tlu! (a)mmuni(y, it. is not at all clear that f.he tax 
should be graduated aecoriling to tlu; ch'grec of inventiveness 
displayed. Hut there is a still more important consideration. 
Almost all large businesses have grown from humble begin- 

answer—avoid the capital basis, w'honover by tmm.an ingenuity it is 
possible to do so.” The roguish coinmentator might possibly find a reason 
for this change of heart in the fact that in the interval Professor Adams 
had accepted an official position in tlo! treasury department. In his sub¬ 
sequent article, written n/tcr the administrat ion had decidml to aljolish the 
tax, Professor Adam.s again changes lii,s mind and reverts to his original 
thought, in the statement that “the fiinilamontal error is the attempt to 
perpetuate original invesl.ment or cost value. The essential point Is that 
the original investe<l capital is a fictitious .and unreal concept.” Qtmrlerly 
Journal of Economics, xxxv (1921), pp. 378, 379. 
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nings, and it is precisely in these luiinhle beginnings that the 
percentage of the profits to the capital invested is apt to be the 
greatest. The criterion selected, therefore, is the one best cal¬ 
culated to repress industry, to check enterprise in its very in¬ 
ception, and to confer artificial advantages on large and well- 
established concerns. Nothing could be devised which would 
more effectively run counter to the long-established policy of 
the American government toward the maintenance of competi¬ 
tion.’ 


VI. Conclusim 

In summing up the above discussion we see that the new law 
is to be credited with three noteworthy .achieveincnts. In the 
first place, it will yield the most colossal revemu' that has ever 
been attempted by a single enactment. To aild, at one stroke, 
over two and one-half billions to the public incoim! is an un¬ 
precedented acconitdislnnent. It is tnu; that war t.axation 
covers only a small part of the war exirenditnre; but it must 
not be forgotten that this is far more than has been done 
by any of the belligi'n'iits except (tnait Britain and that it is 
considerably moii' than even (ircat Britain ,attem[)ted during the 
early years of war. It. is entirely prolialile, as it is highly de¬ 
sirable, that increased ta,xation should be imposed during the 
successive years of tin' vvai'. A good beginning, however, has 
been made and it is fortunate that our legislators did not at 
this tiiiie smaaimb to the specious arguments of those who urged 

'Almost two years aflcr the abovi^ piussago was pulilislicd the dcfcids 
of t-he tax were .summed up by Scta’ctary (tlass in tiis Finance. Report for 
1910, p. 2d, as follows: "tl ('tu:our:iges w.'istcful expenditure, puts a 
premium on over-capitalizat ion and a penalty on brain.s, energy and enter¬ 
prise, discourages ne« ventures and confirms old ventures in their monop- 
olie.s. In many instances it, acts as a consurnpl ion tax, is added to the cost of 
production ui)on which profits are figured in determining prices, and has 
been, and will, so long as it, is maintained upon the .statute books, continue 
to be, a material factor in the increased cost, of living.” 'I'he validity of the 
last sentence may be questioned, for taxes on net jirofits of competitive in¬ 
dustries can normally not, he shifted. The only exceptiim is that in a 
.state of rapidly rising price,s there may for a time he no marginal or no¬ 
profits producer, .so that a tax on profits may not he entirely a tax on sur- 
pluif'and thus non-shift aide. Hut whether even this condition prevailcil 
throughout the war is open to doubt. Cf. David hriday, I’rojils, Wanes 
ami Prices, 1920, eh. xii.; It. M. Ilaig, The. Ta.talum of I'hccss Profits in 
Great lirikrin, 1920, p. bfif); and for the general theory, Seliginan, The 
Skilling and Inrhlcncc of Taialion, 1th cd., 1921, p. 302. 
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that sustantially all, or oven half, of the huge war expenditures 
should lie defrayed out of taxes during the first year of 
war. 

Second, the law is noteworthy for an adoption of donioeratic ' 
principles hitherto unrealized in fiscal history. To iuipo.se the 
great burden of taxation on wealth and luxuriou.s consumption 
rather than on the expenditure of tlie ni.‘i,s.s of the peofilc i.s to 
take an apprecialili' forward step in the diri'clion of realizing 
the principle of ability to pay. 'flic conseiinence of this stride 
in advance will doubtless be a lasting one, and we may well look 
forward to a perpetuation of the .sanii' [irinciple after th(' war. 

In the third place', the law is to be credilcil with the adoption 
of an ingenious e'xpedicnt in the shape of tlu' excc.s.s-profits tax. 
This, as we have pointed out, is not an exce.ss wa,r-i)rofits tax, 
but a war excess-imifils lax. Th.at is, although imposed as a 
result of the war, it is a, business tax on high pi’ofits in general. 
This constitutes at once its distinclion from the superficially 
similar taxes abroad and its claim to recognition as a t)Os.sibly 
permanent feature of our tax system. It. is susceptible of vast 
increase during the W’ar and in a modified form of a continueil 
a[)|)lical)ilit.v after the war. It is not at all impossible that it 
may some day develop info a permanently important constitu¬ 
ent of our revenue system. 

.4s .against those undoubted accomplishments arc to be set 
three weaknesses. 'I'he first, is the failure adi'tiuately to utilize 
other fiscal possibilities such as laiger and additional stamp taxes 
notably on clu'cks and small ri'ceipts, as well as taxes on qua.si- 
luxuries. For the latter would at the sanii' time serve to pro¬ 
mote the desirable iiolicy of n'sloiing the favorable balance be¬ 
tween social production and social comsumption, so sorely needed 
in the war. 

The second weakness is the failure to introduce the long 
awaited reforms in thi' admini.stralix’e provisioms of the income 
tax. Not a little, it is true, has been accomplished; but the 
enormous scale on which the tax is now levied accentuates the 
defects of those still existing omissions and commissions which 
were relatively innocuous under IIk' preceding lower scale. 

The third and most important drawback is the unfortunate 
principle adopt('d in the elaboration of the excess-profits tax. 
It is a principle which will return to plague the inventors. 
The law will in all probability be found to be almost unwork¬ 
able, and even if this should not be the case, ’its technical 
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success will be purchased at the cost of ^ross inequality and of 
unfavorable effects on the true elements of economic prosperity. 

Balancinp: the strong again.st the weak point.s of the law we 
may conclude that while the former repr(vsent lasting advantages 
the latter are susceptible of amelioration by comparatively 
sim|)lc changes. 'I'aking it all in all, therefore, the war revenue 
act is to be welcomed as a notable achievement which will 
long be romoml>crcd in the annals of democratic progress. 


TAIiLU 1 


TAXH.”* ON SiqittT.'t, IlKVIlllA'Il'tS .AND TO»,VC'f:0 


DiBtillcd spirits 

For .per k;iI. J 

For nori-lM‘\ »T!i(icN.prr 

Iiiiiltitioii spurkliii« wine.piT pint 

HtH-tifip*! (siipplcmcnltiry).., per ipil. 

Cirnpi' hninily.I*'r Hid- 

Still wint'a 

14 per wilt nr loss iilroliol.. . . per Kal. 

14-21 per rent iiIcdIioI .piT Hal. 

21-21 p'T jilnuliol.per jpil- 

(Ivor 24 per cutH, alc<)!iol.pi‘i- ntil- 

SparkliriK wiiu-H.P'T ‘j pint 

Artitioiiilly l.•Jl^l^olUll(■<l wtitfr.s.. .pn- pint 

LifjUor.s, fonlinls idr.piT j ^ pint 

Sirur*fi and pxtrticts. 

Soft drinks and tnim-ntl waUrs. pn nnl. 
Ccrnal bovcnijic-.s, loss tluia <tn prcKliio- 
yo% alnohol '■r’.H price 

Cra|)e juice, Kinn<T iilo, car- on prodiic- 
bonafod wtitcrs, cl.c. cr’s prico 

Natural inincral waters, etc. . . .pitr nal. 

Soft drinks, it-o cnaun, «tr.for tuicli lOc 

n.diiil price 

Carbonic acid gas.per pound 

Fermonicd litpiors.I»'r l^nrn l 

Tobacco and snuff.per pound 

Cigars 

Weigbing more than 3 pounds 

ptT in(K).per KlOti 

To retail for loss tlian 4 cents 

each.per ItXlO 

To retail for not mure llitiri 

f, cents.p<T UMld 

To retail for 4-7 cents. ,.. per inoo 

To retail for ()-S ccnls.per llKHl 

To retail for X- I.'r cents. . . per I(K)(t 

To rctJiil for l.’»-2(> cents. . .per ItMMI 
To retail for over 20 cents..per ItKlO 
Weigliing not inor(‘ than 3 

pouiida par 1000.per 1000 

Cigarettes 

Weighing nuire than 3 pounds 

per thousand.per 1000 

Weighing not more than 3 

pounds per 1000.per 1000 

Cigarette paper.per 100 

Q; 2 arctte tubes.per 100 


Old 

.4, / of 

Avtof 

Acf of 

Act of 

nil'' 

an 

mu; 

um 

mis 

$1 10 

$1 10 

SI. 10 

,S3.2U 
! 2.20 

$0.40 

2.20 

10 

.10 


’ 13 

.k) 

’ .03 

.o.q 

' .it) 

.20 30 

.00 


1 

.04 

.(IS 

,10 


[ .OX 

.10 

.20 

.30 

,40 

1.00 


I 

1 10 

3.20 

0.40 


(13 

.03 

.00 

.12 


.013 

.013 

.03 

.00 


.Ol-'i 

.013 

.03 

.(Ki 




03-.20 





.01 

13% 





10% 





.02 





.01 




.03 


i.oo 

i . 30 

i.’.3() 

3.00 

G.OO 

.os 

.ox 

.08 

.13 

.18 

3.00 

3.IH) 

3.00 

3.tM) 

4.00 




4.0li 

t) 00 




OdK) 

9.00 




S.OO 

12. (K) 




10.00 

13,00 

.ir) 

.73 

.75 

1.00 

1.50 

1.2:) 

1.13 

1.23 

2.05 

3.00 

3.(10 

3.00 

3.00 

4. SO 

7.20 




.01 





.02 

[62 
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TABLE II 

EXCISES AND MISCELLANEOUS TAXES > 


t , , 

( olored oleomargariiK? por pound lOcfuits 
Non-oolorcd olufunar- 

KftriHc.por [Miiind 14 ct^nt 

Aduituratod butt<^r. . . per pound IP .cnfs 

ProccHs butter.per pound |/4 rent 

Filled uliccw!.per ixnnirj j <'ciit 

Mixed flour.per Itarn I 4 ceiitM 

Opiimi.|)( r pound $d()U 

Pliosplionis nialchi.'S.. per JiKI 2 rents 

Bank <:ireulati<»n.periuonlh l/ 2 ol I % 

State l)!ink noles. ... JO 

AuloiiKtbilc trucks. 

Automobiles and imilor- 
eyeles. 

Tires, purls, acressoiics, 

etc. 

Musical instrunienls. . . 

Moving picture films., .(x r bjoL 

JiMvcIry. 

SportiriK Koods and 

jliiines. 

J’atcnt inedicine.s. 

Perfumes, etc. 

CtbewiiiK gum. 

(.'ainenis. 

Pliolograpliic .supplies.. 

Caml.v. 

Firearms. e(c. 

Hunliiig knive.s, etc., .. 

Duggers, etc. 

Electric fans. 

Tliermo-s bottles, etc... 

(’igar holders, etc. 

‘^lot machines. 

Weighing machines, , .. 

J-iverie,s. etc. 

Hunting and riding gar¬ 
ments . 

Articles of fur. 

I’leasure boats. 

Toilet soap. 

Sculptures, p.aintings, 

etc.. 

Carpets, pieture in excess of 

fr[vme.s, trunks, um- prices enutiier- 
brellns, fans, wearingated in the law 
apparel, «‘t<-. 

Boats and ya<'hts.per foot 

Admission.s, general.. . .|«t 1(1 cents 
Admissions to cabarets, per 10 cents 

Scalper’s tickets.on aclvaiice 

t)f |>rice 

Duos.over #12 

Munitions maiiufa<-lur- 

ers.on net protils 12 per cent * 


Act of Act of Rate in force 

I'jn i!)iH in juai 

10 cents 

• •. ... 1/4 cent 

It) cents 
... 3/4 cent 

1 coat 
4 cents 

. $3(H) 

2 cents 

l/2(d I percent 

. 10 % 

■i'.i .3%, 3% 


3';,' r,'l 'y'^ 

l/l 1/2 cent rentals .')% rentals 


10';, 

107; 

4';, 

I'e 

I'c 

■i'-'i 

3'';, 

r;, 

10';, 

10% 


r,C' 


■* ,0 



10';, 

10'';, 

10',', 

10';. 

lot)';;, 

100';;, 




•■> ,'<j 

IO'y, 

10'';, 

y:' 


10',', 


lO'v. 

10% 

10'';, 

10';; 


10';; 

10'’; 

JO';, 

3'% 

3‘/o 

10':;, 

10% 

I07o 

10';; 


r.oc, $2 

I ci iii. 1 cent I cent 

I cent 1 1/2 cents I 1/2 cents 

10%. 10'’;, 3 10 % s 

10%. r,% 


' For other taxps now oalle,! iixci.si's or taxi's on facilities, see Taltlc IV, 

Stamp Taxes. 

■Act of 19U). 

“Over $10, 
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ESSAYS IN TAXATION 


.£n^>o io 


aTT .1 


Ci.« o OOO MM JhM 

0 I if> «O‘0 <-< I 

O M ■fl< M n 


sSSoi-S ^ is 


siiN^gio 

os t 


••0 

- 

-e 

: 3 


IjH 

si 

•0 

i'o 

■ ■ 7 it' ■ 

»«-c-c3-g : 
sT s 5 0 “ - 

;a : 
ioi : 

'z cib f‘ 


.£ •_ . O'® u •'5 . o e Q.0.C an 

• - - S - 5 -|2a •:i'iP|©eoo 

■ ■•-'« '2 "a ■ >—a , . f^q 

• • 0 .5 •^'Oflj , 0 o i. —j.»-£ fc-o 

■tie iBS-sS-EE :EE*i8”o>i 
ies :EE;8§%fs 

**c2 -SSoqSo—o^ 

to « £ 7,?^ «?cs« - rtffl<n<n9)(n'^tf,(o 
"^s'SCfS'Zi-'^ .5aaoca"3cB«rt ”«'(5 

J /. « ate n nKMCCiCQ tf.’.'/j 


0 - 0 o oooc 

lifiiili 

'g$oJ$J5j 
acS Mc^c^coc? 


Sates over 400,000 cigars.oc.per’l.OOO $24 + 10c. per 1.000 $24-+10c. 

per 1,000 
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as? . . . .s 

o®. : : :i§ :SS 

5 


5 

IM 


'O s o 

:J8 :SS ^82 S8^ 


li • : 


88 :82 :8 882 

Vf »Oi-i 


^ J w 


<^g2 

ift ® ^ 


2^®— 

£ ® 2 c c S, 


j2 J O 2 
- • S £ ^'3 : 

o n ^ ^ ^ 5 ^ , 


flX « [*> 
«.£ 5 

• 2 >.r 6> 

oi;— 


tcii-s.s® 

«'-2HgS§2Si-r5i|oHOO« K< 
S CCUPS&^OkOOOP. 
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EUSAYS IN TAXATION 


TABLE IV 


STAMP TAXES 



Old 

All of 

.4r/ of 

Ad of 


rnir 

1014 

1017 

1018 

Boml and stock i.-isuos. 

per «100 

fiC. 

7}0. 

7)0. 

Halos of stock. 

(HT ¥100 . . . 


'><• 

2o. 

Sales on prcKlin'c excliiuij'i's. 

per •¥!(«) 

le. 

2c. 

0,. 

Promissory notes. 

2e. 

2c. 


Bills of lading. 


le. 



Bonds (except legal). 


.'Hie. 



Indeninitv and surety bonds. 



.')0c. 

7>0o. 

Certificates of profit. 

per ¥100 

2c 



Certificates of duniage. 

2'»c 



Other certificates. 


10c. 



Brokers’ nolKs.. . 


lOc. 



Coiiveyancc.s. 

per . . . 

.■jOc. 

.HK-, 

.'■>0e. 

Cuslom-)ion.se end’ii'S. 

2.H-.-SI 2r)c.-si : 

r.c.-¥i 

Witlidniwu! from bondeil wan'lunisc, 




.Hlc. 

Powers of allorriev. 


iOc,-25c. 

•>.v 

2r>r. 

Protests. 


2r>r 



Cotton futures. 

per pound 

2c ‘ 

2c 

2e. 

Proxies. 


lOc. 

Illc. 

Passage tickets. 


Sl-'i 

$tri 


Playing cards. 

per pack 2c. 


7c 

Se. 

Parcels-post packages. 

per 2.ie. 


Ic, 

Ic, 

h'reight. 



:i% = 

df'e ’ 

Kxpr«R.H packages. 

per 2()c. 


Ic. 

le. ' 

PassimgiT fares. 



S'';, * 

S'? 

Pullman tickets. 


ie. 

lO'i, 

S' ;. 3 

Pipe-line transportation 

Telegraph and teicplionc (over f 
rents). 


le. 

oe 3 

S'/l. ’ 

Insurance 

Fire, marine and casualty. 

p^-r ¥1 of premium . . . 

I_iL 

!<• « 

lc.« 

Life. 

per ¥100 of policy . , , 


Sc. * 

Se. « 

PruiKTfy insurance issued by certaii 
foreigti eorporalioii.s. 

l>er ¥ 1 of premium . . . 



Xe. 

Perfumery and cosmetics 

Price r)-2'i cents . 

per package 

i;k .-./s.'. 

' 2^;. * 


Over 2.J I'cnts. 

per package 

)/He, per 2.jc 

Chewing gum. 

per $1,00 

4c, 




^ Imposed by the C,‘oiion I'uluros Act of Ans- IS, 1011. 

* Not called slanip tax(*s, hut Pixes on facilities, elc. 

^ No longer called stamp taxes, liut taxes on facilities, etc. 
^ No long<‘r (uilU^d stamp taxes, but. excise taxes. 

^ No (change. 

® No longer called stamp (axes, but taxes on insurance. 

^ Called (ax on transportation and other facilities. 
































THE WAR REVENUE ACTS 

'i'AULM V 

XNCOMK TAX ON INIHVIDUaLM IN % 



713 

In 

force 

Incmnenla 0 / 

Art of 
VJis 

Toint 

Ad of 
llJlh- 

Total 

.1c( of 11/17 

tioiial Total Total 

Adof iDiy. 

Total Total 

Otxiil>li: invomr 

^Surtax ratr. 

Surtax 

nilr 

surtax siirlar 

ratr 




$5,0UO-*t).()0<). . . 

. 1 


2 

1 1 


1 

la 

9 

0,(X)0-7..3(X>, . . . 

. 1 


2 

1 1 



14 

10 

7.5()0-8,(KX)_ 

. 1 


2 

•) •> 

0 

2 

14 

10 

8.(X)()-I0,{MKI. . . 

. 1 


2 

•y ') 

(i 

a 

15 

11 

10.0U0-12,(HH). . . 

. 1 


2 

a a 

7 

4 

10 

12 


. 1 


2 

• a a 

7 

,7 

17 

13 


. 1 


2 

4 4 

S 

r, 

17 

13 

14.0<«J-ir>.00(). . . 

. 1 


2 

4 4 

s 

0 

IS 

14 

. . 

. 1 


2 

.5 .5 

9 

7 

19 

1.5 

Ki.OUO l.S.OlW. . . 

. 1 


2 

5 ,5 

9 

7 

19 

15 

18,0(H)-2U,(.K)0, . . 

. 1 


2 

5 5 

9 

S 

20 

10 

2(MH)() 22.(»()1). . . 

.... 1 2 

1 

a 

7 S 

12 

9 

21 

J7 

22,(H.)0 21.i)(IO, . . 

.... 1 2 

I 

a 

7 s 

12 

in 

•>o 

IS 

24,00(1 2(»,000. . . 

, , . , 1 2 

1 

a 

7 ,s 

12 

11 

2a 

19 

20,000 2S,000. . . 

.... 1 2 

1 

a 

7 s 

12 

12 

21 

20 

2S,000 00,0(HI. , . 

.... 1 2 

i 

a 

7 s 

12 

la 

or. 

21 

:J0,01HI 82.0(XJ. ., 

.... 1 2 

1 

a 

7 s 

12 

14 

20 

22 

:{2.(KK) ;{4,0(M(. , , 

.... 1 2 

1 

a 

7 S 

12 

15 

27 

23 

:u.O(Hi :ui,ooo.. 

.... 1 2 

1 


7 s 

12 

10 

2S 

24 

:j(),000 OS.CHK), ,, 

.... 1 2 

1 

a 

7 S 

12 

17 

29 

25 

as,000 40.000... 

.... 1 2 

1 

a 

7 s 

12 

IS 

ao 

20 

40,000 12,000. , 

.... 1 2 

2 

4 

10 12 

10 

19 

31 

27 

42.000 4 J.OOO, , , 

.... 1 

2 

1 

10 12 

10 

20 

32 

28 

44.(«IO l('..000, . . 

.... 1 2 

2 

4 

10 12 

10 

21 

aa 

29 

40.(M)0 IS,0(H), , , 

.... 1 2 

2 

1 

10 12 

10 

22 

34 

.30 

4S,(HM) .’lO.OOO , . 

. .r 1 2 

2 

1 

10 12 

10 


35 

ai 

rju,(.>oo r. 2 .oou,,. 

.... 2 a 

2 

4 

10 12 

10 

24 

ao 

32 

.'■j 2.(X)0 .)l,0(MJ. . 

.... 2 a 

2 

4 

10 12 

10 

25 

37 

aa 

.M.UOO oO.O(HJ, . . 

.... 2 a 

2 

4 

ID 12 

10 

20 

as 

at 

50,000 'tS.OOO. , , 

.... 2 a 

2 

4 

10 12 

10 

27 

39 

35 

.58.00(>'00,)MHJ. . , 

.... 2 a 

2 

1 

10 12 

10 

2S 

40 

30 

00.000-02,(XK), . . 

.... 2 a 

a 

o 

14 17 

21 

29 

41 

37 

02.000-04.(XX). . . 

.... 2 a 

a 

;> 

14 17 

21 

an 

42 

38 

(it.000 00.000. . , 

.... 2 a 

a 


11 17 

21 

ai 

43 

39 

0().(KK)-08,000, . , 

.... 2 a 

a 

,) 

14 17 

21 

a2 

44 

40 

(kS.000-70.(XK), . . 

.... 2 a 

a 


14 17 

21 

aa 

15 

41 

70,000-72,0(H). . . 

.... 2 a 

a 

5 

11 17 

21 

at 

40 

42 

72.000 74.000, . , 

.... 2 a 

a 


14 17 

21 

a 5 

47 

32 

74,(K)0-75.000, . , 

.... 2 a 

a 

f, 

M 17 

21 

aC) 

48 

44 

7:),(K)0-7().0(K). . . 

.... a 4 

a 

f, 

14 17 

21 

ao 

48 

44 

70,001) 7S.OOO. , . 

.... a 4 

a 


14 17 

21 

a7 

49 

4.5 

78.000 SO.(HH), . , 

.... a 4 

a 


14 17 

21 

as 

50 

40 

8(),(H)0 .S2,)KI0. . 

.... a 4 

1 

li 

IS 22 

20 

a9 

51 

47 

82.1M)() S4.0(H). . . 

.... a 4 

4 

<; 

IS 22 

20 

40 

52 

48 

84,(KH) SO.OOO. . . 

... a 4 

4 

(i 

IS 22 

2(i 

41 

53 

49 

80.(M)() SM,0(KI . . 

... a 4 

4 

(i 

IS 22 

20 

42 

54 

.50 

88,000 90,OCX). . , 

.... a 4 

4 

li 

IS 22 

20 

la 

55 

51 

00.0(H)-92,000 . . 

.... a 4 

4 

li 

IS 22 

20 

44 

.50 

.52 

fi2.(K)()-94.000 . . 

... a 4 

4 

0 

IS 22 

20 

45 

57 

.53 

J)4.000-90.(MH). . . 

.... a 4 

4 

1) 

IS 22 

2li 

40 

5S 

.54 

tH5,(H)(H)8.000 . . 

.... a 4 

4 

i; 

IS 22 

20 

47 

59 

5.5 

98.(KH)-100,1KK) . 

. . a 4 

4 

li 

IS 22 

20 

4S 

on 

50 

10().(MH)-150.(«H) . 

.... 4 5 

F) 

7 

22 27 

ai 

>42 

04 

00 

I50,0(K)-200,0)Hl 

.... 4 5 

(J 

s 

25 ai 

a5 

50 

OS 

04 

200.(HH)-250.000 . 

. 4 5 

7 

9 

ao a7 

41 

00 

72 

08 

2.5o.(H)o-aoo.ooa,. 

.... 5 (i 

s 

ID 

at 42 

40 

00 

72 

08 

aoo, 000-500,(H)0. . 

... 5 (■> 

9 

11 

a7 4(i 

50 

oa 

75 

71 

.500,000-750.000. . 

,0 7 

10 

12 

40 50 

54 

04 

VO 

72 

750.000 1.0(K).0(K). 

7 

10 

12 

45 55 

.59 

04 

70 

72 

1.000,0(X)!..500.000. 

....(> 7 

11 

la 

50 01 

05 

05 

7^ 

73 

1.500,(XH)-2,(K)0,(H)0. 

.,..() 7 

12 

14 

50 02 

00 

(»5 

77 

73 

Over 2,(M(0.(HM). 

..,.() 7 

la 

15 

50 oa 

07 

05 

77 

73 

' The Act of 1918 fixes the norma) rale at 12%, exca 

l)t on the first $4,000, 

when it is 6%. 
epectively. 

For 1919 and thereafter tlie rates 

;ire 8% anil 4% re- 
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ESSAYS IN TAXATION 


TABLE VI— ESTATE TAX 



Act of 

A rl of 

Act of Oct. 

S, 1917 


Net estate 

Win 

Mar. S, 

AiOli- 


1918 



1017 




Below >50,000... 

. 1 

U'i 




50,000-150,000.. 

. 2 

3 

1 


>) 

150.000-250.000.. 

. 3 


14 



250.(K)0-450.(K)0.. 

.4 

i> 

2 



450,000-1 .tKKl.OOO 

. 5 

7.4 


10 


450.000-750.(K)() , 






750,000-1,000,000 






1 -1millions.., 





lb 

1)^“2 millions... 






1-2 millions. 

.(> 

\> 

3 

12 


2-3 ” .... 

. 7 

• Kl'a 

3'^ 

14 

14 

3-4 " 

. 8 

12 

4 

It) 

10 

4-5 

. 9 

13-2 

4' -2 

18 

18 

Over 5 “ .... 

.10 

15 




5-8 " 

.10 

15 

.f» 

20 

20 

8-10 " 

. 10 

15 

7 

22 

22 

Over 10 *' .... 

.10 

15 

10 

2.5 

2.5 


T.UlLli; Vll—rNTEttXAL i{k\ 

'ijNOK nKcian’s 




unr, low 

toil 

low toil) 

low 

lost 


Total.413.522 512,723 S0il,;{0-{ 3.850.150 5.407,580 4,595,007 

Income and profits lax .2,,839.028 2.iUH).7t)3 3,950,930 3,225,791 

Excess profits. 37 1.038.747' 1.320.(MK)-'2,500.0002 1,250,0002 

Income tax. 79,250 124,938 3.59,018 1,195,190'1,231,0002 2,000,0002 1,975,0002 

Corpc»rutioiis_ 38.320 50,994 179,573 .503,098' 053,700^ 

Individuals. 40.930 07,944 173,387 091,192' 1,127.7202 . 

Munition infrs. 27,003 13,797 . 


Miseellaneon.s . 



859.928 

1.249.387 

l,4.5(),t)44 

1,309.210 

Distilled spirits.. . . 144,*i20 

1.58,082 

47ti.ll9 

443,840 

483.051 

07,271 

78,471 

Fcrmentecf liquors. 79,329 

88,77! 

91,897 

125,728 

117,.504 

41,744 

17 

Nonalcoholic bev- 







eragos. 




7,172 

57.401 

.58,073 

Tobacco. 79,701 

88,()()4 

103.202 

1.50,1.89 

200,003 

291,777 

2.53,990 

Stamps. 20,191 

38,110 

8.2.'el 

17,,538 

33..552 

84,.348 

72,408 

Sale.s hv 1*. M. 





24,438 

20,881 

Bonds, Conveyances, 







etc. 



12,949 

18,747 

35,277 

32.071 

Capital stock tmns- 







fers . 



2,230 

7,:>41 

13.372 

8.791 

Produce exchanges. . 



2.3.54 

7,20-t 

8.172 

7,522 

Playing cards . 



1.270' 

2,0921 

3.0KK 

2.004 

Special taxc.H . 4,9()7 

0,908 

15,709 

.50,304 

80,1,83 

10.5.4.80 

92,440 

Capital stoitk. 


10,471 

24,990 

28,770 

93,020 

8I..514 

Admi.ssion.s Dues. 



28.010 

54,851 

81.929 

95,883 

FiStates. 


0.070 

47.412 

82,029 

103,030 

1.54,040 

Public utilities. 



70,737 

237.810 

289,348 

301,512 

Freight. 



30,002 

110,345 

130.785 

140,019 

Expn'.-w. 



»i,451 

M.301 

17..597 

17.094 

Pa-ssenger. 



24..300 

77.791 

98.78() 

97,482 

Pullman. 



2,2.30 




Oil by pipe. 



1,433 

5,002 

8,420 

8,485 

Telegraph & Tele. 



0,299 

17,879 

2<i.031 

27.360 

Insurance. 



0,492 

14.5(K> 

18,422 

18,992 

Excises, Mfrs. 



39,009 

82,42.5 

207.883' 

229.322' 

Autos. . 



23,981 

48,834 

143.923 

115,540 

Pianos . 



2,422 

4,773 

13,024 

U.508 

Candy. 





23,142 

20,437 

Articles of fur. 





15,311 

9,081 





4.833 








3;702 

& 

Exci8e8.Dealer8 . 



91»3 

0.117 

51 

Jewelry . 




1,794 

25,804 

24,304 

Carpets, apparel. 







„ 5(.'. 




395 

17,903 

20,375 

PenumM. etc. 




l,.5fH) 

0.427 

5,801 


' For the calendar year. 

* Estimates, as the details of the income and profits tax are not known until the statis¬ 
tics for the calendar year are puhlished, generally t wo or three years later. 

* Included under the excise taxes, manufacturers. 

* Includes all excises. 

<> Included in excises, manufacturers. 







































































































CHAPTER XXIII 


LOANS VERSUS TAXES IN WAR FINANCE ^ 

The fiscal problorns of the war may be diviflecl into those of a 
general and of a specific character. War expenditures can be 

^ This chapter is reprinteil with a few channes from the paper published 
in the volume entitled “Financing the War,” Annals of Ike American 
Academy of Poliiical and Social Scirnce, volume Ixxv., January, 1918, pp. 
r)2-82. In the sanu^ volunu' will be found two articles which take a differ¬ 
ent viewrO. M. W. Spragm*, “ K.elalionship between I/)ans and Taxes in 
War Finance,” pp. Sli-SO, and R. ('>. lilakey, “Shifting the War Burden 
upon the Futui-e,” pp. 90-104. 1'he fundamental idejus of the present 
writer will also be fo\m<i in “How to Idnance the War,” Columbia War 
Papers, no. 7, 1917, and in “Our Fiscal Policy,” in Financial Mobilization 
for War, Pajxrs presented at a. Joint Conference of the. Western Economic 
Society and the City Club of Chieayo, June 21st and 22d, 1017. In the same 
volume will b(‘found th(' paper by K. Dana Durand, “'Paxation vs. Bond 
Issues for Mnaneing the War,” winch takes the opposite sfanrlpoint. The 
discussion was Cf)ntinued by 1''. F. Anderson, in “Fundamental Factors of 
War Finance,” Jonrnalof Poliiical Economy, vol. xxv. (1917), p. 857; H. J. 
Davenport, “Tb<^ War Tax Paradox” in American Economic Renm, 
vol. ix. (1019), p. :i4; and Jaeob Viner, “ WIio Paid for the War” in Journal 
of Political Economy, V{)!. xxviii. (1920), p. 10. Cf. K. L. Bogart, War Costs 
an t Their Financing, Now York, 1921, (\s|i. eh. x. 

In Great Britain we may nJei- to F. \. ICdgew^orlh, Cunency ami Fi¬ 
nance in TimeofWar, Oxford, 1917; W. R. Scott, The Adjustment of War 
Expendiiure between Taxes and Loans, Glasgow, 1917; the chapter entitled 
“The Financial Burdens of 'i'o-dav and of To-morrow” in Flcxynomic 
Problems of Peace after War, Second S<‘ries, (’umbridge, 1918; and “Some 
Aspects of th(^ Propos(!d (kipital bevy” in tin* Economic Journal, vol. 
xxviii. (1918), e.sp. pp, 2r)0-2r>S. Botli of thes)^ writers agree with the 
view presented in the text. Proh'ssor Pigou is responsible for “The 
Economics of the War Loan,” in t he Economic Journal, vol. xxvii. (1917), 
p. 16, and for several chapters on th(^ subject, in his Ecouomicjs of Welfare, 
1920, pp. 643-604. His views are <liscus.sed infra, p. 730. 

The Italiaas have devoted considerable attention to the 8ubj(^ct. Cf. 
A. dc Viti de Mjirc-o, Contributo alia (eoria del preslilo pubblico in Saggi di 
economia efinarizn, lU)me, 1889; M. Pantaleoni; “ lm])osta e debito in ri- 
guardo alia loro pressione ” in Giornale degli Economisti, July, 1891, and re¬ 
produced in Scritli vari di Econotnia, vol. iii., Homa, 1910; M. M^rsilj- 
Libelli, Pressione comparata del prestito pubblica e deWimposle sulk ecommie 
'private in Alti dei Georgofilil, Florence, 1910; and Benvenuto Griziotti, La 
diversa jrressione Iributaria del prestito e deWimposla, in GiorncUe degli 
Economisli, May, 1917, and sei)arately, Home, 1917. 
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met in three ways: l)y taxes, hy loans, or Ijy paper money. 
Tlio specific problems have to (l(>al with tlie nature and the de¬ 
tails of each of those expedients; the j;en(aal fn'oblem is concerned 
with the principles that underlie the preference among the 
resf)cctive methoils. Inasmuch as paper itKiney is by common 
consent to be I'cgardod as tlie last, resort, the general problem 
at issue here pertains to the choice between loans and taxes and 
the n'lativo pr()|)oi lions in which ('ach is to be employed. 

If we look at the facts, we observe a marked change in modern 
warfare. In former times, whether in classic anlicinily or in 
the Middle Ages, the expenses of war were defrayed in large 
measure out of accumulated funds oi' treasures reiaiforced by 
laxe.s, and were reimbiinsed (o the viclor by (he booty of war 
and (he indemnities imposed upon (he vaminishi'd. Since the 
development of iniblic credil, <‘s|)ecially since (he middle of the 
eighteenth ceidnry, loans have (aken (he |)lace of the accumu¬ 
lated treasure and (a.xes have be(‘n n( ilized chielly for (he purpose 
of raising (he intere.st on th(‘ war loans and of furnishing in addi¬ 
tion a more or less considerable aniorlization (|uo(,a. 

The facts of (he present w.ar ai’(' no diderenl.. Dining the 
early years of the war (Ireal llrit.ain raised by taxation slightly 
over seventeen piw cent of her war (spenses; Italy, although also 
levying heavy (axes, raised a still larger proportion than Ung- 
land by loans; in (lermany only an insignificant fraction of the 
war expenses was met. by taxi's; in France, as a result partly of 
the occupation of its territDry by the enemy, the (axes levied 
during the wair did not suffice even to pay the ordinary peace 
expenses; while Russia was in a still worse |)o.sition. Although 
there is indeird a notable difference between (he zero of Fi’ance 
and the seventeen per cent of (ireat Britain, tlie fact remains 
that in all the countries, without exception, the overwhelming 
proportion of war ex|)en(lit,nres was met through loans. The 
same is true of the F'nited States.' 

Early in (he war, however, an American economist" made 
the following .statement: “I am strongly of the opinion that a 
great modern war, enormously costly as it is, can and should 
be mainly, if not entirely, financed from (he proceeds of taxes 
collected during its progre.ss.” Similar opinions were voiced 
by others and found expression in (Congressional speeches, and 

* See the facta infra, pp. 772 <i seq. 

*0. M. W. SpruKuc, “Ttio Conacription of Income,” in the Economic 
Journal, March, 1917, p. 2. 
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a more or less faint ceho of that pronouiieoineiit was even 
audible in ecrtiun statenujnts emanating from the (‘xeeutive 
branch of our government. 

Why have the actual metliods diverged so greatly from these • 
suggestions? How does it bai)pcn that, the statesmen and the 
legislators in <>v('ry belligerent country, including our own, 
hav(! doiu! th(^ n|iposit.(^? Sliall we comdet tlie European and 
American statesm(>n of folly and fiscal madness? Or is it per¬ 
haps true that the suggc'stions, so unavailingly made to the 
contrary, have; Ixhui based upon an inadequate analysis? 

This is the problem to which we shall now address ourselves. 


T. Wluit (ire Tlbo' Casts? 

The finst point in our analysis is to ascertain what is meant by 
the costs of war. It is obvious tb.at a distinction must be made 
between tlu^ money costs and the real costs of a war. The 
money costs of a, war .are tb<‘ actual outlays of the government 
for war pui'po.ses, that is, the surplus above the general ex¬ 
penditures in time of peac(‘, making due allowance for changes 
in the i)urcb!i.sing power of money. The I'eal costs of a war, on 
the other hainl, an^ to lx* calculated very differently. When 
•be ordinary man speaks of wealth be thinks of accumulated 
capit.al. The more sagacious tliiiiker, however, is aware that 
the real wealth of ;i comniunily consists in larger part of the 
results of current production. Accuinulated capital is of im¬ 
portance chietly as an aid to current production. It lias been 
calculated that the world is always within a year and a half of 
.starvation. If current production weiv suddenly to cease, 
the world's stores of food and other products would barely 
.suffice for eighteen months. A wealtby country is one where the 
consumption of the peoph' is great and variegated and where 
the curi'ent production is so large, that. Ificre will still be a sub¬ 
stantial surplus susceptible of being ciinverted into capital 
for future production and into an environment which will spell 
increasing welfai'c and civilization. A gnait war interferes 
rudely with the rc.sults both of jiast accumulation and of 
current production. The real costs of a war are to be mea^red 
by the diminution of the social pat rimony and liy the diversion 
of current social output from productive to unproductive 
channels, i. e., Iiy changes both in the fund of accumulated 
wealth and in the flow of social income. 
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In flrawing up the t)alancc sheet we should have to put on the 
one side the diminution of the fund of wealth as represented by 
(a) the destruction of private property, (b) the loss of govern¬ 
ment ac^eumulations, (e) the iinpairnient of natural resources 
and (d) tin; dcci'('as(‘ in tlu' social output due to the reduction 
of the labor forcci by military service and the foi'tunes of war. 
On the other .side of the ledger, indeed, we should have to put 
such capital items as (a) indemnities or booty, and (b) the 
acquisition of new territory; and on the income side, the results 
of (c) speeding up of prodinttion, (d) the; more favorable 
economic situation attained by the politic.al results of the war, 
and (e) changes in the methods of indiistiy and the relation 
of e.apital and labor which may conduc(! to greater efficiency 
and increased output. 

Although not all of the.s(^ items are susceptible of being put in 
terms of dollars and cents, the real costs of a war may b(! charac¬ 
terized as th(^ balance of I he debit side over t h(‘ credit side in the 
above account. 

Whil<? this contr.ast between the money cost and the real 
coat of the war is important, it does not. yc't go to the root of the 
matter. In oi'der to grasp what is meant by the real costs of a 
war, wv. must, revert to tla; distinction familial' t.o the student, 
but .so often ni'glected in popular discu.ssion, between objective 
and subjective costs. 

By objei'tive costs are meant the costs incorpoi'afed in the 
goods, commodities and services that are used for the war, 
that is, the money value of all materials consumed and all 
seivices furnished iVu' war purposes. 'I'hese costs h.ave grown 
immensely in recent limes; not only ari' the munitions of war 
infinitely more costly than in former times, but also less durable. 
The bigger the gun, the shorter is its life; tlu' more elaborate 
the aeroplane, the giealer the chance of its destruction; the 
better the sanitary methods, the more frequent is the casting 
aside of unifomis; the more complete the application of science, 
the more rapid are the ravages of war by both land and sea. 
Not only are initial e.xpcnsi's immensely greater, but the sheer 
waste by destruction grows with every forward step in efficiency. 
The^ objective costs of war are so prodigious that they are 
otivious to all. 

In contradistinction to the objective costs, however, are the 
subjective costs. 'I'he e.ssimtial idea here is that of sacrifice. 
The production of everything costs some sacrifice and all 
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sacrifice involves pain, oitlier the pain of doinp; sometliing diS’ 
tasteful or of refraining from doing something pleasm-able. 
Sacrifice in other words is involved both in labor and in ab¬ 
stinence. The surplus of rc'snits over subjective costs con¬ 
stitutes the wc'lfare or the real wealth, both material and im¬ 
material, of society. In a (»mmunity ba.sod upon slavery or 
where the laborers, with an abject standard of life, are com¬ 
pelled to work sixte(‘n hours a day, (Inu'e may be a gi'eat surplus 
of f)roductiou and in that sense great wi'allh. If, however, 
slavery is abolished or tlie Laborers acquire .a shorter working 
day and a higher standard of life, not only may there bo the 
.same output of material things as before, but there will be a 
greater .surplus ovia' sul)jective co.sts, and, as a consequence, 
an increased cominnnal wiifare and a higher sl.ag(' of civilization. 

As a result of the m.achinery of our .social order subjective 
costs are commonly lraiisla(e<l into objective and money co.sts. 
If a machine is invented which cuts in half the pcaiod needed 
for the production of a i)articular commodity, we speak of 
halving its cost. Instead of two men being required to accom¬ 
plish the I'csnlt, only one man is now maaled. So far as the 
community is concerned, tlu^ subjective cost or sa(a-itice is re¬ 
duced; and under a state of competition, this decrease in .sub¬ 
jective co.sts will reflect itsi^lf in smaller objective costs and 
lower prices. So, in the sanu^ way, just, as the greater efficiency 
of the Laborer will I'csult in a largei- output of material com¬ 
modities, the greater abstinence' involved in the ordinary 
econonyv practiced by the members of a community will bo 
followed by an increased accumulaliou of productive capital. 
The .subjective costs involved in economy .‘ir(' undoubted, but 
the additional results which ensue from tlu' practice of economy 
are so much greater that there remain's a substantial surplus. 
In other words, net sacrifice or burden is diminished. 

The real wealth of a community depimds u[)on md. sacrifices or 
subjective costs. Where tlu^ same output is attended with less 
sacrifices we have pi’osperity. Wlua'i! im*reased siicrilices result 
in still greater out|)ut we again have the pi'o.sp(n'ity that goes 
with lessened net subjective costs. When, however, economy 
changes into privation, the incr('ased material results mw be 
too dearly purchased: although thei'c may be more material 
wealth for the present, there is less real wealt.h or welfare be¬ 
cause there is more net sacrifice. So, in the same way, when in¬ 
crease of production is attended with the sapping of the vitality 
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of the labor forces, tbc nominal ('fficienny really becomes in- 
efliciency and theKi'C'aler maUa-iid wealth of IIk; jiresent Rif!;nifies 
less real wealth oi' welfare. The total net bunions upon the 
eommunity are srciiter. 

The important critei’ion in the (iconomic welfare of a com¬ 
munity is therefore lln^ ,subje(hive cost or saciflice. This is as 
true in war a.s in time of peace. Just as the subjective co.st of an 
individual (consists of the elTort involved in labor and the absti¬ 
nence involved in the foresoinf? of enjoyments, .so th(‘ sub¬ 
jective costs of a community dm? to a war coii.sist of the 
burdens of additional labor which it must expend and the di- 
mini.shed consumption of Koods and services which it must 
forego. Till' obje(?tive costs of a war ai'c mal.<'ri:d commodifies 
and services; tin; subj('ciiv<‘ costs of ;i, war constitute the real 
burdens n'.stinf? on the community. 'I’he frm? costs of a war 
arc the net .siicrifices or subj(>ctive burdens which ri'siilt from 
the transition fi’om a p(‘ace (economy to a war economy, and 
which ar(‘ connected with the fundamental prnce.sses of jjro- 
duction and coiisnmplion. They consist, on tin' one hand, of all 
the efforts inv'oivcd in tin? transfer of enterpri.sc? .and invest¬ 
ments from the ordinary ch.annels of production to the new fields 
of primary importance in the war. They consist, on the other 
hand, of all those ellorts involved in the reduction and tin? 
change of consumption which will serve to counterbalance, in 
part at least, the inevitabh? reduction of social output. The 
not result measured in tenns of aggregate saciilic?' or subjective 
cost constitutes tin? real burden of a war. Tin? problem that 
confronts us is to analyra? the results of various fiscal e.xfiedients 
upon these changes in production and consumption from the 
point of view of tin? subjective co.sts or the I'eal burdens resting 
on .society. 


II. ('an ir«r Co.st.s' be Diinitiiifhcd in llir Prenenl or be Shared 
with llic Eulurc? 

.\ftfir this preliminary exijlanation wo may i)roceed to con¬ 
sider how the co.sts of a war can Ix' diminish(?d in tin? present 
and in what way, if any, they can be shared with tin? future. 

So far as objectiv(! costs are (?ouc(‘i’n(?d, it. is manifest that 
they belong, for the most |)art, to the present. 'I’he services 
must be perfoimed by men now living and the (xmimodities 
consumed in the war must be produced before they arc con- 
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Slimed. In several respects, however, the present may lienefit 
at the e-xponse of the future, even so fur as objective costs are 
concerned, 'riiese considerations deal respectively with capital 
and with labor. 

In the cost of jiroduclion we ordinarily includi! sums .set a,side 
for dejircciation of iilant. It is possitile, however, that the 
exi.nencies of the war .situation may reipiire such an immediate 
increase of output as to divert, to current production the funds 
which would olherwi.si? be devoted to the maintenance of plant. 
The result is lh;d llu' future will possess a less elTective plant 
than would othei'wisi' be the case. Or, in tlu^ second [dace, 
the cajiital divi-rtc^d to purpo.ses of war production may become 
useless after the ri'lurn of peaci*. Thousands of munition 
plants, for instance, may have b(‘(m constructed solely for war 
purposes with niachiniMy that, it would be difficult or even 
hopeless to convert to othei’ purposes. The capital which would 
otherwise be; available at lh(‘ conclusion of the war for peace 
production will to this extent have been lost, d'he prodmdion 
in the future will lie less than would otherwise have been the 
case. 

Wh.al is true, however, of capital, is e(|ually true of labor. 
It is po.ssible that the speeding up of production involves such a 
strain on the laborers, result ins' from lony; hours, night work 
and unremitting toil, as to impair llu'ir health and transmit 
to the future a body of workmen h^ss efficient than they would 
otherwises have bc'on. It. may take; .some time, either by the 
more careful handling of the (hen existing workmen, or by the 
immigration of men of a higher standanl and stronger physique, 
before the b.alance is restored, .\nd, on the other hand, while 
a dimini.shed consniniilinn is assuredly de.sirable during a war, 
the enforced decrease of consumiition which may result from 
the fortunes of war may bring about such privation in the 
ma.ss of the community as to sap t.hdr energies and reduce their 
future efficiency. 

In all of these w'ays, the burden of the present may be light¬ 
ened at the expense of the future. There is more production, 
that i.s, more commodities and .services now; but there will be 
relatively le,ss in the future. Mven in tla^ ca,sc of objective costs 
the present may bemdit at the expense of thi' future. 

Subject to tbese limitations and exceptions, however, it 
maybe .said that the objective costs of a war are, in the main, 
borne by the present. This is true irrespective of whether the 
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expenditures desijrned to furnisli ttiese eommodities and services 
are met by loans or by taxes. 

When we deal with subjective costs, however, the situation 
is very dilTerent. Subjective costs may be reduced without any 
of the burden bein'!; .shifted to the future; or they may be dimin¬ 
ished while a. part of the burden is borne by tlie future. It is 
obvious that neither of these re.sults can be obtaiiuxi by the 
pro<a'ss of taxation. TIk; t;ix imposed upon the present gen¬ 
eration may indeed have some repercussion niton the future. 
If an excessive tax is imposed upon caitital, it may so reduce 
existing re.sources as to make future production smaller. Even 
if the tax is not excessive, tla.' taxpiiyer, instead of decreasing 
consumption or paying tlu; lax out of current income, may 
draw on tliC! funds which he would otherwise have devoted to 
productive purposes. Oi', iinally, if an excessive tax is imposed 
upon incomes or profits, it may so diminish the tendency to 
enterprise that tlu; laineful conse(|nences will endure. In all 
these ca,ses, however, although the future undoubtedly suffei’s, 
there is no diniinulion in the burdens that rest ui)on the present. 
The present taxpayers bear the burden, (!Ven though the future 
taxpayers also bear a burden. 

Is the same true in the case of loans? ('an the Imrden upon 
the present be lightened by the issue of government loans? 
Are the subj(!ctive costs or wicrifices of the communit.y in any 
way lessened by government boi-rowing? This brings up tor 
consideration the theory of put)lic credit. 

The theory of credit, as it Inis been worked out by economists, 
is in reidity simple. Credit is a phenomenon or transaction in 
which a part takes |)ku'c in the |)re.sent and a part in the future. 
If I lend ;i man money, I turn over to him now a certain sum 
and h(! turns over to me in the fulun! the equivalent of that 
sum. When the sum has bcien paid, the transaction is complete. 
If wo deal with public, instead of with private, credit, the situa¬ 
tion is identical. 'I’he funds are turned over now by certain 
classes in the community who loan the money to the govern¬ 
ment and the transaction is concluded in the future, when the 
taxpayers furnish the money to return it to the bondholders. 

i^ow does it happen then that the utilization of credit dimin¬ 
ishes the burden upon the present? How can the subjective 
costs of the war be lessened for the community? 

In the case of private credit the subjective sacrifice of the 
individual is clearly diminished. This is obviously true of 
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productive credit, for otherwise credit would not have become 
so vital a fact in our modern industiial life. The n^a.son why 
the busincs.s man boirows to-day i.s chietly becatise he thinks 
that with the borrowed fniuls ho can secure such a return as 
to insure an enhanced profit ('ven affra' paying all infei-c'st as 
well as repaying the capital bomiwi^l. d’ho credit, therefore, 
in so far as it enables him to purchas(^ inori^ fjoods with the 
same outlay, oi’ -what is the same thin}' - tin; same amount of 
goods with a smalli'r outlay, h'ssens his subjective co.st. More¬ 
over, not only is his subjective cost or sacrifice hws, but his 
objective cost or outlay as (-(nniiared with tin; return, is also 
smalhir. 

Ev(‘n, howev('r, if wi; deal only with consumption credit, 
that is, with money borrowed foi- im're r)urpos(!s of consumption, 
the borrower may (‘iijoy a gain. .Mthough he i.s thoroughly 
aware of the fact that he will have to repay in the future, with 
interest iti the meantime, the pnvise sum that In^ now borrow.s, 
he is nevertheless anxious to boi'row, This is due to two facts; 
an under(‘stiraat(; of the futu?'e, .and the jxjssibility of repay¬ 
ment in instahmuits. 

His sense of immediate need is much stronger than his recogni¬ 
tion of th(! sacrifice that la; will have to make in tin; future in 
order to reimy the loan. It. is lh(' same feeling that overcomes 
us when we compare the foi-egoing of a good dinmu’ to-night 
with the foregoing of a good dinner a year In'iicc. Our present 
sense of sacrifice, that is, our real subjective co.st, is smaller in 
the one ca.se than in the other. 'I’his is true even though we 
may, at the end of the year, regret our aittion. In ordinary 
cases, how(;ver, the action will not be regretted but will be 
repeated another year. 

But, secondly, and more important, private credit diminishes 
subjective i;osts not only by tlu; m(M•(^ process of deferiing i)ay- 
ment but by making (rossible reitaynnait in instalments, d’he 
essem^e of the situation is found h(;re in tlui graduahiess of the 
repayment. The aggregate burden of gradual reiiajanent is 
less than the sacrifie(; involved in providing for the whole of the 
original amount outright, at once. The individual who l)orrow.s 
may incur a gain des|)ite th(! obligation ttlt.iniat(!ly to return 
the same .aggregate amount in the future. If h(' did not in3hr 
this gain, he would not continue! to borrow. 

We arc now in a position to grasi) I Ik; social impoitance of 
credit. (Iredit increases prosperity. If used for inoductive pur- 



724 


EFSSAY8 IN TAXATION 


poses, credit, wliili; iiKh^-d not capital, works like capital and 
constitutes an aid to production. It renders possible the same 
amount of output witli a smaller cost or sacrifice. It accom¬ 
plishes this by taking the funds out of the hands of those to 
whom it is worth relatively little and putting it into the hands 
of those to whom it is worth more because they make it yield 
more. The man who lends money at .six per cent does so pre¬ 
sumably becausf^ he, has a surplus (capital from which he is con¬ 
tent to receive six pei' ciait int(!re.st. But tin; man who bor¬ 
rows the fund (‘xp('cts to make more than six per cent intenjst 
and to retain the surplus in the shape of profit. Could the 
lender ulilize th<‘ fund profitably in his own bnsim'.ss he would 
not lend the fund. But, oven wlu're cr(‘dit is utilizeil foi’ purely 
consumption purposes, it is equally advant..‘igeous, bi'caiise by 
deferring fiaymeni and by n'ndering possibk^ repayment in 
instalments rather than in a lump sum, it, Ic.sscais subjective 
costs or sacrifices. 'I'he social utility of credit is ihcrdon; (pute 
clear. It increases the wealth of the community by lessening 
the subjective .sacrifices of certain individuals and putting 
at the (li.spo.sal of the community funds where thiy will be 
utilized to the greatest advantage, thus decreasing costs and 
increasing output. .Society a.s a whole is therdiy ('iiabled to 
employ tho.se services with which it can more easily dispense. 

I'he trutli of lids assertion is not invalidatisl by the fact that 
credit may be abused. If the man who borrows at six per cent 
puts the money into a busine.ss which does not earn six per cent, 
the community, as well as himself, suffers for his mistake. 
So, in the same way, if an improvident indi\’idual borrows for 
consumption purposes and finds that he becomes more and 
more hopele.ssly entangled with the fias.sago of time, he may 
find it impossible to meet the debt, even in instalments, and his 
easy-going reliance upon (he future may cause his ruin as well 
as loss to tlu' lender. The fact, however, that an essentially 
.sound institution may be abused is no argument against its 
essential soundness. Credit, like speculation, would not have 
become the outstanding fi'ature of our present economic organi¬ 
zation if it did not fulfill a socially useful function. The modern 
economy Is es.sentially a credit economy. 

Vublic credit shares this character. The chief difference be¬ 
tween public and private credit is in the relation of consumption 
credit to production credit. While the goveniment, like the 
individual, often borrows for productive purposes, as for a 



WANS vs. TAXES IN WAR FINANCE 


725 


govermiicnt railway or a municipal suliway, most existing 
national loans are the result of consumption credit, utilized 
to pay the expenses of war or to cover current deficits. It is 
fairly well agreed that just as a prudent individual ought not to 
borrow for purposes of ordinary consumption, so the govern¬ 
ment ought not to borrow to meet its current expenditures. 
The real diffei'ences arise when we consider extraordinary ex¬ 
penditures. 

Tbei'(! are three points in which public credit differs from 
private ci’cilit. In the first, place, extraordinary expenditures 
for iinusn.al consumption an; not so apt to occur in the c.ase of 
the individual as in the case of the gov(‘rnment. Most in¬ 
dividuals are able to provide a r(‘serve fund against a rainy 
ilay. (lov(‘rnnient revenue, however, ought properly never to 
exceed current, expenditures. .\s a con.seqnencc, when an 
extraordinaiy emergency .aiises, ;is a war, the utilization of 
con.suniption cri'dit becomes l('gilimale. In the second place, 
tin; individual lives only bis own life; if ho borrows largely for 
consumption purposes be will not always find it ea.sy to repay 
the debt. The state, on tin- contrary, is eternal. The govem- 
inent, accordingly, has a much longer time in which to pay off a 
debt,. If, for any i’(!ason, it iH.'comes desiral)Io to postpone the 
pjiyinent of the debt to tlie distant future, the justifiability 
may be stronger in the case of tiui government than in the case 
of f,h(^ individmd. 

In till! tliird place, what seems to be consumption credit may, 
in the ca.se of the goverriimait, p.'U'take of the chaj-acteristics of 
production credit. .\ h'gifimate war is cither for defensive 
purposes, that is, to maintain the (existence of the state, or for 
off('nsiv(’ [turposes, in order to procun: for the .state certain 
territori(,'s or rights to whiili it thinks itself entitled. Since in 
both of these cases a foundation is laid for continued or even 
grejiter prosinaity, the expenditures may in a .sen.se be calleil 
l)i'oductiv(‘ in t heii- nature. Whet her a particular war is actually 
of that character may be a (piestion; but surely no nation will 
enter upon a great, war unless it is deemed legitimate. And if 
the general .sentiment of the nation justifies the war, if the ends 
to be achieved transcend the sacrifices that are incurred, the 
war ex))endilures may bo considered in the broader sense Of the 
temi productive. 

For these three reasons, therefore, public credit may be con¬ 
sidered even more important than private credit. Just as 
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private credit is socially useful or productive of wealth and 
welfare, so imblic credit may be at least ecpially beneficial. Its 
utility consists in the fact that, through borrowing from those 
in posse.ssion of the (uipital rather than taxing all the members 
of the community, vvh(>ther or not they have the capital, it 
lessens subj('ctiv(' costs or sacrific('s and i)uts at the disposal of 
the government those services in the community with which it 
can most easily disp(>nse. In the ease of i)i'ivale credit, the 
benefit accrues to the borrowers; in the case of jiuldic credit, 
the benefit, accrues to the non-subs(n-ib(‘rs to t he loan, who would 
otherwise l)e taxed. Since there arc always some non-sub¬ 
scribers to a loan and sinc(' the sul)scribers sutler no burden, there 
remains a net benefit whicli accriK's to the community, repre- 
.sented in this c.-ise by tlu' government as borrower. Credit, 
both private and public, is productive because it normally 
benefits the borrower ainl does not injure the lender. 

It might be claimed that the advantages of private credit do 
not attach to pulilic credit bec.ause in the one casew(‘ are dealing 
with different classes in the community and, in the other, with 
the communit.y as a whole. Why would not th(^ same ad¬ 
vantages he s('cur('d, it might b(^ said, by taking from the pos¬ 
sible lenders the same amount in the shape of taxes? This 
arguriK'iit, however, is really illicit. Tor the situation con¬ 
templated is not only mo.st unlikely but virtually imirossible. 
Under every syst('m of taxation which has hitherto existed-in 
deraocraci('s as elsewhere—we find some t.axes at least levied 
on business, on consumption, on exchange and on other sources 
than wealth. Evam, however, if tin; tax system wore' to be so 
changed as to consist ('xcdusively of taxes on accumulated 
wealth and income, it by no nuains follows that the funds would 
be forthcoming from thc^ individu.al taxpayau's in preci.sely the 
sami! proportions that they would have been .supplied by the 
individual bondholders. For some recipients of large incomes, 
at least, would sui'ely give uf) a greater sum as an investment 
bearing interest, than they would hand over as a forced con¬ 
tribution representing a ilead loss. The p.sychology of the 
situation consists in the diffiu’cnci' of the ix'action to a vol- 
unts^, as contrasted with a compulsory, act. Even if only a few 
individuals contributed, it would still remain true that the 
utilization of |)ublic credit would in this way put at the disposal 
of the government the services in the community most easily 
dispensed with. In ordei' to invalidate this statement it would 
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be necessary for Uio government to take by taxation froiii 
each individual absohdely everything above the necessary 
means of subsistotnte. Only then would this particular argu¬ 
ment as to the advantage' of loans over taxes lose its force. 

Loans thus lessen sulijectiv(' costs bei'ansi^ the funds arc worth 
more to the non-lenders than to the lendei’s. 'I'liis is true div 
spite th(^ fact (hat (he loans must eventually he I'cpaid out of 
taxes, winch, as w(^ have seen, will ne(X'ssarily fall on the non- 
h'liders as wcdl. Foi' although (he taxpayers of tin; future have 
indeed to repay the loan, they an; not compelled to jray the 
amount all at once, as woulil he necessary in the case of tin; 
sums raised immediately by taxation. Just as in i)rivato credit 
the aggregate burden of gradual repayment is l(‘ss than the 
sacrifice involved in outright provision of the oiiginal amount, 
so in the case of puhli(! credit the .social sacrifice involved 
in the periodic payment of the smallei- sura represented by the 
interest and amortization charge is less than 1 he burden involved 
in providing the entire iunount in a lump sum. The phenomena 
of interest and of credit, by tlu'ir very nature, imply that the 
burd(ni of a su(a.'essiv(^ series of partial payments is less than the 
burden of the total original payment. Just as th(^ individual 
who borrows may incur a gain, despite the obligation to return 
rhe same amount in the future, so the community which bor¬ 
rows may incur a similar gain. 'I'liis net gain in the case of 
public credit is represented by th(' smaller liunlon involved in 
the amortization (juota. 

An obji'ction to the above argument has been raised by 
Professor Patten, who casts doubt upon the po.ssible postpone¬ 
ment of such subjectivi^ costs. ‘‘Were they stated,” he tells 
us,' “they would bo found to be feelings which w(! compensate 
in the future at our peril.” On the contrary, we may say, not 
only is there no peril involved, but the postponement of such 
subjective costs will normally exert a positive influence on 
present objective costs. 

The statement that the emsts of a war, from the objective 
point of view, must be met in the present is of course entirely 

' S. N. Patten, “Mandcvilt^ in the Twcntictli Oinlury,” .American 
Economic Rcineio, viii. (tni.S), p. 02. Cf. Ihc answea- liy lln^ present witer, 
“Who ia the Twcaiticah Century Mimdevilli'?" Ihiii, pp. cl. .‘<eq. 
Profe-ssor Patten i.s cnnipelled to lake (tie extraordinary position that, 
save in the i;a.se of sliorl-time liank credit, "the neai'er we eoine to eliminat¬ 
ing credit, the better for tlie nation" (p. 91). Tliis would put us back 
into the Middle .Vges. 
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true. The guns must be manufactured now and the supplies 
must bo forthcoming now. It is now that they arc needed and 
not in the future. But lias any one in his .senses ever thought 
of denying that fact? And is (here any difl'en'iici^ Ix'tween 
public cnxlit and private credit in this respect? If we buy fur¬ 
niture in instalinent.s, can any one deny that the furniture must 
be produced now? If a railroad .seiaires its capital in large 
part by the issue of fifty-yc'ar bonds, does any one deny that the 
railroad must be liuilt now ? If we erect a skyscraper to !ui over¬ 
whelming extent by the issue of long-time seiairities, does that 
imply that the skv.scraper must not be built now? In all these 
ca.ses, the articles or commodities are produced now; but the 
essentiid iioint is that they are not. paid for now, at least not in 
cash: they are paid for in promises; or, to put it more exactly, 
the cash handed over to the sellers of material and labor is 
almost entirely borrowed, hla'i'e is a present [iroduction but a 
future payment. The objective costs must indeed be met now - 
the labor must be hired and the materials seiainal. These costs 
cannot be postponed : that goes without saying. But the sub¬ 
jective costs of the producer are lightened. In fact, they arc' 
lightened to such an extent that they react upon the' objc'ctive 
costs. If the furniture buyer could not pay for the furniture 
in instalments he woidd not Icuy the furniture at :dl; and with 
the lessened demand for the furniture, there would be Icxss 
produced. If the' proposc'd railway could not mai'ket its boicds, 
the railway would not be built. If the real-estate operator 
coidd not borrow through his tirst, second, and third-mortgage 
loans, the skyscraper would not bcc constructed. In every 
case, the increase of the; subjc'clive costs which would ensue 
upon the abolition of credit woidd react upon the objective 
costs. If there were no credits in those ca.ses tlic're would be no 
production; or if thei-c were any production, it would be at 
a very much higher cost; that is, there woidd bo less pro¬ 
duction. Credit, in other words, increases production by 
decreasing costs, 'I’he decrease of subjective individual costs 
may lead to a decrease of objc'ct i ve social costs, d'he diminution 
of the total aggregate sacritice is e(|uiv:dent to, or is followed 
by, ti greater social production. 

But if all this is true of private cre-dit, why is it not ccpially 
true of public credit? If it is true of a railway in private hands, 
why is it not true of a railway (hat belongs to the government ? 
And if it is true of public creclit in peace time, why is it not true 
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of public cirdit in wrir Uinc? As ;i iiiiittcr of fact, it is as true 
of war finance as of peace finance. I'lie guns and the supplies 
must be furnished now. 15ut if we were to rely entirely u|)on 
taxes and not at all upon loans, the point is that there would 
be far less likelihood of their being produced now. They are 
produced now because they can in huge part be paid for in 
the future through the use of public credit. If they had to be 
paid for now in cash raised by taxation, not so much would be 
produced becausi' the exce.ssive tax(‘s would cripple iiroduction. 
As Professor Scott, of (llasgow, so well [Hits it: “If the choice 
is between immediate i nd deferred ta.xation, why .should the 
burden be [losljKmed, would it not be better to meet it at once 
and leave the future unembarra.s.sed?” Ilis answer is this: 
“The mere fact of giving the taxpayer time to adjust him.sclf 
to a new and heavy burden will lighten it materially for him. 
Also industry, iu time, has a chance of expanding to provide a 
part of the new imposts.’’ 

It is clear then, not only that the h'sseuing of the .subjective 
co.sts, that is of the burden of paying for the supplies, is not 
nece.ssarily attended by perils, as Professor Patten thinks, but 
that as a mat ter of fact, this postjioneuu'nt of payment involved 
iu the diminution of subjective costs may mean not only a 
smaller total aggreg.ate sacrilice but even a diminution of the 
objective costs in the present. Public cr(‘dit, in other words, 
may give us more guns and more sup|)lies now. 

If, then, it is tnie that, the utilization of pulilic credit may 
involve a lessening of subjective costs or real burdens upon the 
community, can it in the second pla.ee accomidish this by trans¬ 
ferring a part of the burden to the future? 

It might plausibly be argued that while it is tnie that the 
future taxpayer suffers a burden in so far as he has to pay taxes 
in order to raise the funds which are due to the bondholder, the 
only result is a transfer of the burden fi'om one class in the com¬ 
munity to the other. The taxpayi'rs, it might be said, suffer a 
disadvantage, but tin- bondholders who have their loan repaid 
to them secure the benelit. Since the benefits counterbalance 
the di.sadvantages thei'e is no net burden. 

This argument, however, is fallacious. When the bondljplder 
invests in a loan he suffers, it is true, a .sacrifice in the sense of 
giving up the funds which he might otherwise employ. This 
sacrifice indeed is compensated, and more than compensated, 
by a benefit. The benefit, however, that accrues to him is to 
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be measured by the anniuil interest that lie receives on the 
bond. If hc^ had not invested in the g()V(‘i'nment bond he would 
have invesited in something el.se. In any ease ho would .simply 
have gotten interest on his capital; and it is immaterial whether 
his capital is represented by a deposit account in the bank or 
by a private security or a publics bond. Tln^ benefit that the 
bondholder I'oceives in ret uni for the sacrifice of yielding the 
money is the accumulated annual interest on the bond. By the 
time that the bond falls due there is no more benefit accruing to 
him. The bond is always .salaUe at the market price. Even 
before it falls due, the holdei' can dispose of it and gel as much as 
he could hav(' gotten by waiting until the ('.xpiration of the 
loan. If, .as often happens, the bond conunands a premium, he 
could even get more by sidling it beforehand. In reality, there¬ 
fore, we ought not to speak of any benefit acci'iiing to the bond¬ 
holder when his bond is paid off. 

But even if we declare this repayment a benefit, it does not 
follow that the benefit to the bondholder counterbalances the 
burden to the t.axpayer. There is no such eipiilibration between 
the two. For the possible burden on the lender, who foregoes 
the priniapal but receives interest, is a.ssuredly less than the 
actual Imrden on the taxpayei- who is compelled to pay both 
principal and interest. There I'cmains, therefore, a net bui’den 
on the taxi)ayer and thei'o is no counterbalancing of the tax¬ 
payer’s burden by the bondholder’s bwiefit.' 

' Professor Pigou, in The Ecmmnicx oj Welfare, 1920, |)p. 6.55-C.')8, takes 
exception to the above argument on (lie gronnil not tliat the bondholder 
.secures a benefit but that ttie taxpayer suffers no loss. For the ta.xjiayer, 
according to thin. sim|ily converts an annual interest charge into the pay¬ 
ment of a capitalized sum. This criticism, however, is doubly illicit. In 
the first place, what we have been discussing is tlii! contrast between the 
tax on thi! pre.sent generation and a loan whieli must be met, by a tax on the 
future geni'ration. If there had bi'cn no loan, thiu’C wmdd he no tax at 
all, either to defray the interest or to repay the loan. The burden upon 
the future taxpayer is thus a result of Itu^ (ilacing of the loan now: it has 
nothing to do with the <|uestion whether the ciipilal raised by the loan is 
conserved or consumed. If lliiu-e had been no loan, the future taxpayer 
would have to pay nothing for either interest or reiml)ur.sement of the 
principal. In the .sei'ond place, thc're is a ditlerenee in the aubjeetive bur¬ 
den between paying interest on tlie loan and repaying the capital of a loan. 
It is the difference bet ween raising a. sum at once or paying it in instalments. 
It repre.senta the saving in the subjective burden that is tine, as explained 
above, to the utilization of credit. Thus on both counts Profe.s.sor Pigou 
fails to make good his contention. 

On the question of whether it is possible tlirough the utilization of a 
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There is another fallacy lurking in the statement that the 
burden upon the future taxpayer is compensated by the benefit 
then accruing to the bondholder. There is indeed a burden 
upon the future taxpayer, but not of the kind imagined. Public 
debts of larg(> amounts ai’(i never paid in the manner supposed. 
When a public debt falls du(', it is not paid out of the proceeds 
of taxes levi(‘d upon th(^ taxpayers of (fiat particulai- year. 
If the debt is not ndnndiHl, but actually p.aid off, it will be 
extinguished by utilizing the funds which have biam accumu¬ 
lated for a term of years. If there is a sinking fund, the burden 
upon the futtir(^ will be repre.senled by the annual amortization 
quota. In such a case IIk* burden will be borne not by the tax¬ 
payers at the time when tlu' bond falls du(>, but in instalments 
by th(! successive! annual taxpayers, beginning with the year 
when th(‘ l)ond was first, issiu'd. The same is true if the bonds 
are serial boiids the inst.alments of which fall diU! periodically. 
In this (!a.se, only the burden retu'esenting the la.st instalment 
will be boriK' by the taxii.ayers at the expiration of the loan. 
If we take the sinking-fund bond as a ty])e it may be said that 
the benefit accruing to the bondholdei' is re|)resent(>d by the 
accnmulati'il interest and that the burden ri'sting upon the tax¬ 
payers is composed of the entire debt service, that is the interest 
charge together with the amortization (|noia,, since tin' intere.st 
(harge figni'es on both sides of the ledger as benefit and as 
burden. The amortization (]uota is the net burden resting ni)nn 
the successive contingents of taxpa^'ers until the sinking fund 
is completed or the debt is entirety paid off. That this net 
burden upon the future may be outweighed—and, in general 
more than outweighed—by the net benefit accruing to the 
present has been inditated above. 

Wo may, therefore, consider it as ('stablished that it is possible, 
not only to diminish the subj(!ctivo sacrifice on the present, 

loan to transfer a iiart of Ihe l)iirii('n to th(! fiiluro, there is lillle itifference 
between us. For Professor Piaou agrees (p|i. (WO-l) fliat there are at 
least three separate way,s in whieli the national dividend of the ftittire m.ay 
be injuriously affecdetl. 

Hut on the genend question as to wluither these burilcns on itio future 
are compensated by the a(tvantages to the present. Professor Pigou is 
curiously non-committal, either not, alhnting to some of the arguments 
mentioned above, or weighing others so iii.spa.ssionateIy in the b.alancc 
that no definite conclusion is reached. As a general discirsaion of the 
subject of taxation iw. loans his treatment can therefore not be pronounced 
particularly successful. 
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but also to put a share of the burden upon the future. It has 
also beeti established that the device of imljlic credit necessarily 
accomplishes the .second result in effecting the first. The 
problem at issue is the cost of making final settlement of the 
war bills of the government. This settlement must be made 
by taxpayci's and it can bo postponed. If the government 
borrows, it obtains money from j)eople who get a good invest¬ 
ment and who are making a very slight sacrifice. The sa(aifi(* 
on the i)art of a purchaser, rich or poor, of a Liberty Bond is 
much less than the sacrifice of a taxpayer who gives up his 
money without return. The sacaifice of th(> taxpayers who 
must pay the lulls can 1)0 postponed and this postponement 
may involve the undoubted advantage of spreading large 
payments over a period of years.’ Public credit, if correctly 
employed, may, in shifting a part of the subjective sacrifice to 
the future, lessen the total re.al costs of a war. to the com¬ 
munity as a whole, viewed as a continuing entity. 

III. Oui/lil the Bnriliii.s of ii War be Skmril willi the Falure! 

Although it. is possible, as we have just, seen, to sliift a part of 
the burden from the prc'sent to the future, tlu' next problem is 
as to when, if ever, this is justifi:d)le. The point, at issue here, 
be it ol)S)'rved, is Tiot as to the ix'lative advantages of loans 
versus taxes, but as to the classes of cases when lo.a.ns are to be 
permitted as a mat.t(‘r of principle. In oixler to solve this 
problem we need a more detailed analysis of public expenditure.s. 

For our purposes all public expenditures may be divided into 
two cla.sses; current and capital (expenditures, ('uri-ent ex¬ 
penditures are those incurred for carrying on the ordinary 
business of governmem, while maintaining its property or plant 
at the customary level. Capital ex|)enditure.s arc those in¬ 
curred for increasing the property or plant of the community. 

Capital expenditures may again bo divided into expenditures 

' Mr. Hartby Withers, who origiii.alty held this view, ha.s been so in¬ 
fluenced l)y the I'iither liast.y pronouncetnenl. of some Ainericnn writers 
that ho Iras recanted. Vf. hi.s Our Money nnd the Sink, 1907, p. 29. But 
even jjie balks at the proposition that public borrowing Is always unju.sti- 
fiable, and accepts it as defensible wlien cniiiloycd tor productive purposes 
(Ibid; p. 43). Had lie pushed tiis anidysis a little further he woidd have 
realized the fact that no distinction (sin be drawn bel.wcen consumption 
and production credit, and that the economic utility of credit may attach 
equally to both forms. 
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for self-supporting and for non-self-supporting purposes. Ex¬ 
penditures of the first kind arc seen in the c'a.se of water-works 
where the revenues are expected to defray more tluin the cost. 
Here it is entirely legitimate to issue l)onds, because although 
the burden upon the present is diminished, there will be no 
burden upon the future. % th(! time the bonds expire, a 
sinking fund will have been accumulated out of the revenues 
which will also in the inlra-val hav(^ provided for the payment 
of the annual interest. It is for this reason that in the citj' of 
New York, for instmice, not only the water and dock bonds, 
but those issued for any municip.al improvement the revenue 
from whicdi will defray the inteix'st, together with an amortiza¬ 
tion quota, ar(! by law excluded from b('ing counted in tlie 
debt subject to coiistitulioiial limitations a.s to size. If such 
im|)rovements had to be paid for out of taxes they would fre¬ 
quently not, be made at all. 

Many capital (‘xpendilures are, bowevci', incurrcil for non- 
self-supporling purposes. Tb(‘ funds, in other words, are 
.spent for additions to the community planti or properly from 
which no, or only little, money revenue is expected. 'I'he divi¬ 
dends are, in whoh', or in part, of a non-material kind. Such 
expenditun's may be further subdiviih'd according as they 
are recui'iing or non-reenrring. An exainpk! of the tii-sl. kind 
is a .schoolhoti.se. A schoolhouse I'cpresc'nls an addition to the 
capital or permanent properly of the eommnnity. Ihider the 
American system it is not n.sed for purposes of revranie, as no 
foes are ehargcMi. In a growing city where poptd,'111011 is con¬ 
tinually increasing it is obvious that more schoolhou.ses will 
have to be built every few years and pi'rhajis even annually. 
Since, therefore, thi' same capital expenditure will have to be 
made every year, or almost every yeai', it is proper that it should 
be paid for every year, or almost every year. In other words, 
the cost of sehoolhouses in a constantly growing community 
ought to be defrayed out of taxes on the pay-as-you-go principle. 
The situation is, however, dilferent with the other class ot non- 
self-supporting capital expendilures, namely, those of a non¬ 
recurring kiiul. Take, for instance, the purchase by tho 
government of tho telegraph or telejihone system with the 
intention of so reducing charges as nirt even to meet ruiming 
costs. Or, better still, take the building of a great .art museum 
ill a city or the purchase of a comprehensive system of parks. 
In the ordinary course of events a considerable period w'ould 
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elapse before another art museum or another sueh system of 
parks will be needed. Sima^ the museum or park will eontiniie 
to benefit the eomniunity as a whole for many years, there is 
evidently an impropriety in putting the entire burden upon the 
taxpayers in any one year. To attempt to do this would not 
only be ineQuitable in itself, Iiut would also dc'feat its purposes; 
for the larger the expenditure, the more disinclined would the 
taxpayers of any one year be to authorize the outlay. The 
probable re.sult would be delay, or even complete failure, to 
authorize much-needed improvements. In the ease, therefore, 
of non-recurrina:, non-self-suppoi'ling capital (^xi)ondilures the 
utilization of public credit i.s clearly permi.s.sible. 

There is of course a bordc'r line or l.wilight zone where the ar¬ 
guments as between loans and tuxes are rather evenly balanced. 
Take the New York comt,-house in'oblcm as an example. It is 
difficult to .say whether this ought, to be called a recurring or a 
non-recurring expenditiin!. A new couit house is indeed not 
needed every year. It is only a tew decades, however, since the 
present court house was l■ebllilt. TIk's,' 11110 is true of brkiges in 
a rapidly growing conimunity. More than a certain number 
of bridges will prolialily not l>e required for a long time. But 
in the interval, new or lietter bridges may be needed every few 
years. Where the opposing arguments are so ckxse, it, i.s evidently 
wise to defray the outlay partly out of loans and partly out 
of taxes. 

Opposed to the caiiital expenditures of governmi'iit are the 
current expenditures. These may be divided into ordinary and 
extraordinary expenditures. Ordinary e.xpenditures are those 
which are incurred for the ordinary work of government from 
year to year as it, may be anticiiiated and arranged for in the 
budget. As to these, there is no question but that they should 
be met cnt.irely out of the proceeds of taxes. One of the glaring 
abuses of tlie old Tammany rtgime in New York Oity was the 
way in which it kciit the tax rate down by borrowing money 
for the ordinary current expenditures; as, for instance, the 
issue of twenty-year bonds for the purchase of brooms which 
lasted only a few' months. 

Extraordinary expenditures, on the other hand, are those 
whicFi cannot well be fore.seen or predicted with any reasonable 
accuracy; as the result of some unforeseen contingency they 
are out of the regular order, that is, they are extraordinary. 

Extraordinary current expenditures may, however, like the 
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capital expenditures mentioned above, be subdivided into re¬ 
curring and non-recurring expenditures. .V non-recurring 
extraordinary expenditure is typified in the case of the Chicago 
or the Boston fire. Since the out,lay needed to keep tliese com¬ 
munities alive, or to rei)air the ravag(!S of the conflagration, 
may not be expected over to occur again, or (ertainly not for a 
long future, it would bo niatiifestly impro|)er fo saddle the entire 
burden upon the unfortunafe taxpayeia of that particular year. 
'I'he probability is that if any attempt W('re made to do so the 
noede<l rei)airs coukl not be made at all, or certainly not to the 
extent that wotdd be appropriate. Of a similar charactia- would 
be the extraordinary expendil ui-es occaisioned by a groat flood 
or famine in a country unaccustomcil to suidi cata.strophcs. 

On filui otluif hand, ther(‘ .•ii'i' c('rlain classes of extraordinary 
expenditures the rccui'rence of which may be I'casonably expected, 
although the dale of the I’ecurrcnce is unknown. This would 
be the casii with earth(|uakes in a country like Italy, or famines 
in a country like India, or toiaiadoes in some parts of the United 
States. In such ('ases it is (iiitii-ely proj)er to accumulate out 
of the proce('ds of taxation a. fund which can ultimately be used 
for t.hat purpos(! when the occasion arises. Since the con- 
tingemy may occur at more or less pi'riodic intervals it would 
raanife.stly b(^ unwise to shift the burden tipon tin? future; for 
before the future comes, anothei' contingency of the same kind 
may have occurir^d. 

When finally we come to smdi expendiluri's as these of modern 
wars, the question of exact classification is attendal with con- 
sideral)lo difficulty. It is indeed tnu', that, as long as human 
nature remains what it is and the fimd.imcntal (anises of an 
economic and racial charactei- are not. removed, every nation 
must look forward to periodic outbriadcs of this scourge. Cer¬ 
tainly there is nothing fo pivdispose us to the belief that the 
history of the world was so totally changed in the year 1918 . 
In a certain scn.se, therefore, the extraordinaiy exiienditurcs 
of a war may be put in the cla,ss of recurring (expenditures. 
The recurrence, however, of such a gigantic war as the late 
world conflagration cannot be regarded as immediate. It is to 
be expected that it will take at k'ast. several decades for the 
various belligerents to recover from the strain and stress ("Jf the 
conflict. In the meantime, whetln'r it be one d(>cade or several 
decades that elapse, the bemdils, such as they are, in any par¬ 
ticular country necessarily attach to the intervening years. 
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And lit all events, it is not legitimate, even if there are no 
benefits at all, to put the entire burden upon those who happen 
to be taxpayers dining the eoursc of the war. When we speak 
of the distinction Ix'twecn the present and the fiitui'e, it is not 
neces.sary to conceive of the future as the future generation 
or l.he future century. There are all manner of changes in the 
taxpaying abilities of the citizens within a century or even 
within a generation. And with refei’ence to the particular 
circumstance.s of the recent conflict, if it was a war to make 
democracy safe, it is cei'tainly just that the coming decades 
which will enjoy t he bimefil.s of .security should bear some part 
of the cost of preserving it. 

The conclusion, t.herefoi'e, would be that in tiie case of a 
great war it would meid. all the demands of justice to put iiait 
of the burden upon fh(‘ present, taxpayers and to shift the re¬ 
mainder 111)011 the taxpayers of succeeding years, with the under¬ 
standing that all the charges of the war will finally have been 
met before the period when lh(‘ recurrence of a similar out¬ 
break is within the realm of probability, d’his conclusion in 
other words shows the essential legitimacy of utilizing both 
loans and taxes in times of war. 


IV. The I)uaili>(intaijeK of Loans 

The net gain involved in public credit may be impaired or 
even convcrteil into a loss in three ways: ( 1 ) if exclusive u.se is 
made of public credit,; ( 2 ) if the ,system of taxation after the 
war is materially changed to the disadvantage of the community; 
( 3 ) if public creflit is so abu.sed as to lead t,o serious inflation. 
Let us consider each of these in turn: 

1 . All credit, rests on a substratum of cash. Private credit is 
an adjunct of capit.al, but if, must depend on capital. The loans 
that a bank can make ought never to exceed a certain percentage 
of the reserves. 'Hie volume of credit can always be greater 
than the amount of the cash re.serve; but, it cannot .safely be 
independent of that, amount. In the same way the attempt 
to finance a gigantic war entirely by loans without any .solid 
biusi.s of taxation would also represent un.sound finance. The 
reaulliiig loss of confidence would manifest it.self in a deprecia¬ 
tion of .successive issues of governmi'iit bonds and would ul¬ 
timately cause embarrassment or disaster. But just as a bank 
may issue several dollars of credit for one dollar of cash, so a 
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government may borrow for war imrposos eonsiderably more 
than it raises by taxation will) (^qual advantage to all con¬ 
cerned. To finance a war entirely by loans i.s inadvisable; to 
finance a war in largo measure by loans is legitimate. Em¬ 
ployed in moderation and ba.sed on a solid foundation of 
largely increased war taxation, war loans arc advantageous in 
reducing war (si.sls. But the foundation of t.'ixation must sup¬ 
port the edifice of loans. Unless lax('s are levied to an amount 
at l(!ast necessary to provide for the inteixist on the new loan, 
as well as for a reasonable amortization (piota or additional 
sums ealcul.'ited to sink the debt, within a reasonable period, 
the advantages of war loans will disappear. 'I'liis is the serious 
danger to which somi? of the belligerents, like France, Rus.sia 
and (lermany, succumbed in the recimt conflict. 

2 . If taxes during the wai' were to lx; i-aiscxl entirely from 
those best able to pay, and if t he tax .system were to be so altered 
after the war as t<i be:ir with sevei'ity upon those less able to 
pay, th(i advantage of loans over taxes would be impaired. It 
might b(' claimed, for instance, that the ordinary sy.stem of 
taxation in peace times i.s influenced so largely by the richer 
cla.sses that wi‘alth escapes its share. As a result of a war, how¬ 
ever, the we,althi(!r clas.ses will become mon' patriotic and will 
be more ready to contribute. Evi'ii if this should not be the 
case, the very immensity of the sums to be raised, it might be 
said, will make it im|io.ssible to si'cnre what is needed from 
taxes on general eonsumiition and will neciissitate resort to 
taxes on wealth. To I'aise any part, of war ('xpenditures, there¬ 
fore, by loans instead of by taxes .dmply means that the le.ss 
affluent classes will ultimaidy have to pay more. This involves 
a serious social maladjustmiait. 

It may be questioned, however, whether such an argument is 
not in reality illicit. For w(' have here a compai'i.son not be¬ 
tween loans and taxi's but between two different .systems of 
taxation.* It is conceded that if taxation after the war could 
bo based upon the same general princijdes as taxation during 

‘ Profrescir Pigoii, with wliiiTii (Ills argiariont (irigiiialcd, does not. com¬ 
pare 1a-\cs in general with loans in geiK'rai, hnt laxes on the wealtliy 
with t.a.xe.s on the iioor. "I'nder thi' lax incihod the rich and moderately 
rich really stioulder (he wIkjIc harden of (lie eliaige dial is laid upon Them. 
Under the loan inetliod they do not. do thi.s, hei'ait.so they arc compensated 
aftciavards t.hrottgh tiixe.H laid for (hat. pni'|io.se, partly on themselves, 
but partly on other and poorer sections of the community.” The Eamomy 
and Finance of the fPar, 1910, p. 70. 
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the war, the cHtire aiKumciit would fall awayd But this, we 
are told, is cxceediugly unlikely. The enthusiasm engendered 
by the war, which will make the wealthy willing to pay greater 
taxes, will subside after l,h<; war.- 

The rctoit, however, at onc(^ presents itself: what if peace 
taxes should be better than war taxes? It might i)lausibly bo 
argue<l that, during the enthusiasm engendered by a war the 
great mass of the people, and not oidy tJie very rich, iTiight lx; 
willing to endure extra burdens; whereas aft.er the return of 
peace they woidd insist, upon a more eciuitable distribution 
of the burden. As a, niattei' of fact the fiscal history of our own 
Civil War would tend to bear out this t.heory. The tax system 
during the Civil War was composed to an overwhelming extent 
of burdensome taxes on the great, ma.ss of the community. 
The income tax, for instance, was slight, as compared with the 
tax on nnuiufaetured articles. After the return of peace, on 
the other hand, these burdensome taxes were removed one 
by one and the ineonn' tax was amotig the V(‘ry la.st to disappear. 
Instead of the tax system after the war becoming progressively 
worse or luon' unjust, it beca.nic [)rogressiv('ly bett.er, or less 
unjust.. The .same thing is t rue of the fiscal history of other wars. 

In truth, however, such an interpretation would be just as 
invalid as the [)receding one. There is no necessary or probable 
tendency in the one direction or in the other. Some sy,stems 
of war taxation have been better, and .some hav(! been woi-se, 
than corresponding systems of peace ta.xution. There is nothing 
in the nature of war or piaice which will fundamentally affect 
the situation. No one chess in the community has a monopoly 
of loyalty. IIi.story does not show that either the rich or the 
poor are more patriotic. The real forces which make for more 
equitable taxation an; the growing democratization of the 
community with an increasing realization of the principles of 

'Profos.sor Durund tells us ‘'if we cniiH iusstiro ourselves that the dis¬ 
tribution of tiixc.s after i ho war would be as the dislrihut.ion of taxes during 
the war, there would be little ehoiee bet.ween taxation and borrowing.” 
Hna}icinl MiMimtinu for U’er, pallet's presented at tho Joint Conference 
of tho Western Jieonomie Society and the City Club of Chicago, June 21 
and 22, KII7, |i. IS. 

’ Pro[e.ssor Durand bases his wliole argument on the assumption that the 
|X)sl,-war taxes would be le.ss eipiilable than the war taxes. Ho concedes 
that “ tills is not a ceeessary resiitl.," but he tielieves that “the great po¬ 
litical power of the well-to-do classes would almost certainly etiable them, 
if they sought to do so, to shift, part, of the burden on the poorer classes, 
and they would probably seek to do go.” Op. cit., p. 26. 
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justice. Modem systems of taxation, in war as in peace, are 
everywhere more equitable than former systems l)ecause of 
the gradual prevalence of these two factors. There is no warrant 
for the assum[)tion that the return of peace will check this- 
progress of democratization. There is no adequate founda¬ 
tion for the belief that in a democracy the fundamental causes 
which mak(! for justice in taxation will he le.ss strong in peace 
than in war. A faulty analysis of the history of taxalion and of 
democratic progress is not a suiruaently firm basis on which 
to predicate th(‘ inferiority of lo.'ins. 

3. The third disadvantage of loans is alleged to be the tend¬ 
ency to inflation. As to the dangei's and shortcomings of 
inflation, the burdens of which are bortu; in large part by the 
lc.ss affluent classes, it. is unnecessary to speak. That loans 
may lead to inllation is undoubted; that, loans necessarily lead 
to more inflal ion than would be brought about by other methods 
of securing revrmue, is quite another matter. 

To what («tent can it lx; said that, loans haid to inllation? In 
the case of foreign loans the (luestion can of course not arise 
so far as tin; honn^ cwintry is concei'inid. Domestic loans, how¬ 
ever, may Ire ileiived from five .sources; 

(a) From the liriuid or free loanabk; (capital in existence. 
T^arge sums, the results of pnwious accumrdation, are always 
found ready foi- iuvr'sinient in tin; financial ceiders. In the 
United Slates tlu;se an; to a gtisit extent loaned on the stock 
exchange; and used for purpo.ses of speculation. The tramsfer 
of these; funds from the stock exchange to the government 
will assuri'dly not lead to inflation. Rather, the contrary 
would be tin; case. 

(b) From the surplus of curi’cnt luoduction. The annual 
surplus prodmds of a community are ordinarily converted into 
productive cairital through lunv investment. If these invest¬ 
ments are turiu'd into the channel of government bonds in¬ 
stead of industrials, tlnu-c is no ttmdency to inflation. 

(c) From a chang(‘ of inv(‘stment. If investors an; tempted to 
sell their foreign se(;urities and to buy governnu'nts bonds, there 
is again no tenden(;y to inflation. If they sell their domestic 
industrial securitir's in order to invest in government bonds, 
th(;re will even be a tendency to the <;ontrary. For the throw¬ 
ing of so many domestic securities on the market will be likely 
to reduce their value—leading to lowin’, rather than Iiigher, 
prices. 
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(d) From anticipatod savings. Many a nitizen of moderate 
means will invest in war bonds, paying for them by the fractional 
e(‘rtifieate.s which lie lalioriously purchases out of the savings 
due to decreased consumption or increased production. This 
will lead not to iiiHalion, hut to the reverse. 

(e) From borrowing at the bank. It is only in this ca.se 
when the investor jiays for his war bonds by borrowing from 
the bank, or when the bank itsi'lf subscribes to the war loans, 
that the undue (extension of credit by the bank may lead to 
inflation. 'I'his is in fact the most common way, apart from the 
Issue of paper money, in which inllation occurs. 

What we are considering, howiwer, is primarily not whether 
loans may cau.se inllation, but whether inllation is necessarily 
the consequence of loans or whefher there is anything ]ieculiarly 
distinctive about loans in causing inflation. These considera¬ 
tions have almost (‘iitirely been overlooked in the discussion. 

In the first place, Ihei’e is no doubt that wars are always at¬ 
tended by inflation, llul. this inflation would ensue entirely 
a])arl. from loans. 'Phe chief factors which explain the rise of 
prices during a war are the vastly augnumted demands of the 
government, the dislocation of produefion coupled with the 
falling oil in the social output, and the augmented supply of 
the currency. These are the fundamental causes which make 
for inflation and they will exert their elTect irrespective of the 
choice between loans and taxes.’ 

In the sei^ond place, it is a fallacy to sujipo.se that if loans 
lead to inllation taxes will prevent inflafion. Modern war taxes 
arc to an overwhelming (‘xtent levied on busine.ss. The dis¬ 
tinguishing features of our recwit system, for instance, were the 
high cor|)orate income and exces,s-f)rofits taxes. It is familiar 
to those acqu.ainted w'ith business conditions that many cor¬ 
porations whose profits wei-e largely on paper, whose resources 
were heavily engaged, and who were anxious to utilize their 
profits in extending their operations, w(>re even in the early stages 
of the war [ireparing to borrow on a large scale from the banks 

' ('f. the recent weighty ut terance of former Assistant Secrcliiry of the 
Treasury, 11. ('. LcfliiiRWcll, “Tlie world had been livini; beyond its in¬ 
come living to some extent upon il,s accumulation of wealth. This would 
harti meant infltilion even if tfie whole cost of the w'ar had been met 
from current taxes, for tlie money to pay taxes eonid only have been 
had by expanding credit to tlie extent that w.ar ex)x‘mlittirea exeeedtsl the 
net income of the people.” Inlrodnclion to E. I.. Bogart, War C”ste and 
Their Financing, New York, 1921, p. xvii. 
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or to issue short-time notes in order to i)iiy their taxes. Were 
a war financed oid.irely, or to a larjfo extent, by taxes instead 
of by loans, tliis resort to bank credit on tin; pait of prudently 
managed enterprises would be still furthei’ enifdiasized. There is 
consequently less difference than is commonly siqiposc'd between 
a resort to loans and a resold to taxes. Some of (he funds are 
almost inevitably borrowed from the banks in each case; and it 
is by no means certain that the borrowing is likely to be far 
more marked in the ease of great loans than in the case of veiy 
high ta.xation.' 

Finally il inust not be forgollen that if l h(‘re were no loans, or 
even insignilicant loans, the tax syslem would, in all probabil¬ 
ity, not only be exce.ssive in its burden,sonieness, but, as we 
shall see, inadeiinati' in ils yield. Willi a failure of war taxalion 
to defray expendiinres Ihi' iilliinaie resort would (hen nec- 
e.s,sarily be to fiat money or inconverlible pa|ier which, as 
everyone concedes, I'anses far greater inllation than anything 
else. Thus the failure to rirsort to loans in jiroper amoiint 
would almost inevitably, in a iirotracted contest, lead to the 
worst possible kind of inflation. 

Is it, not clear then that the relalion be(,we(>n loans and in¬ 
flation must not be ('xaggi'rated? Loans may indeed lead to 
inflation, but so may taxes lead to inflation; inflation is due 
primarily to other and more fundainenlal causes than either 
loans or taxes; and the attempt to avoid inllation by abandoning 
the u.se of loans will almost inevitably lead to far greater in¬ 
flation in till' end. 

If, then, there is little reason for anticipating (I) any serious 
abuse of jniblic credit, or (2) a fundamental and unfortimatc 
change in the tax .sysi.em after the war, or (3) any undue or 
peculiar tendency l,o inllation as a, result of loans, it follow.s 
that a proper u.se of ])ublic credit may be of not advantage to 
society. 

V. The Conijxmitine Mcriia of Taxest 

Up to thi.s point we have adverted to the advantages and 
disadvantages of loans and by implication have considered 

' It is signilicant that Pnifcssor Pignu, who was tlic firsl lo put forward 
the inflation theory in war (inaiire is careful not to limit, this eventuality to 
loaius. 'Tf, lus is iirobable in the ease of very large levies, tiieir {the rich) 
borrowings for war loans and war taxes exceed their normal borrowings in 
times of peace, there is likely to occur a certain amount of currency infla¬ 
tion.” The Ecummy and Finance of the War, llllti, p. 7U. 



742 


ESSAYS IN TAXATION 


some of the advantages and disadvantages of taxation. It 
may conduce, however, to clarity of exposition to marshal here 
some of the arguments which refer particulai'iy to taxes. 

The first advantage of war ta.xation is its effect upon consump¬ 
tion. As we pointed out at the hcginning, the important point 
in the economic life of a community at war, as in peace, is to 
have a surplus of current production. 'I'liis surplus must be 
measuriid in terms not. simply of matenial output, hut also of 
subjective sacrifices. 'I’he outstanding fact in every great 
war is the sudden ;in(l sh;ir|) reduction in production. Unless 
the consumption of the comnnniity keeps this slower pa(te the 
result will he disastrous, k'or although the comniunity can 
rely to a certain extent, upon the accumulations of the past 
and can also, as w(^ have pointed out, defer sonn^ of the sacrifice 
to the future, a large i)art of the burden mu.st he borne at 
present. I’he current consunipliun of the comnnmity must 
he cut down to tin? measure of the current production if there 
is to ho any surphrs. 

The advantage of high war t.axes is that they may help to 
bring about this result. Hut while this is true, the (effects of 
ta.xation on consumption must not lie exaggerated. In the 
first place taxathm is not alone in affecting consumption. Con¬ 
sumption may l)e influenced by legislative |)rohibition and 
by rationing. In truth, during the recent war, these factors 
were of much greatei' intluence than taxation. In the second 
place taxes are not the only fiscal expedifuit which can affect 
consumption. Among the chief points in the recent issues of 
war loans, here as abroad, have been the airpeal to patriotism 
and the facilities afforded for inveslnu'iit in the loans, to be 
made good by current savings. It is true that taxes involve a 
compulsory, and loans oidy a voluntary, appeal to saving. 
Hut it would be a mistake to overestimate the influence of the 
former and to underestimate that of the latter in reducing con¬ 
sumption. 

In the third place the beneficial effects of taxes upon con¬ 
sumption may be s<a'iously exaggerated. If, as is true, war 
taxes largely assume the form of taxes on business enterprises 
and corporations, there will be almost no influence upon con¬ 
sumption, and the little influence exerted on consumption may 
be outweighed by the possible injurious effects on production, 
thus reducing in.stead of enlarging the social surplus. More¬ 
over, even as far as individual income taxes are concerned, the 



WANS vs. TAXES IN WAN FINANCE 


743 


results lire by no nn'iins certiiin. On larne aiid very large in¬ 
comes the tax is not apt. to be paid out of eurreiit income at 
all. The ordinary man of wealth will be much more likely 
to draw temporarily upon his capital during the war than Ur 
reiliico his t>ersonal expemlitunis. Again, while it is true that 
very high taxes on small oi' moderate incomes will check con¬ 
sumption, the danger is that we shall cause not ordy sacrifices, 
but real privation, the disadvantages of which may counter¬ 
balance th(! advanfagi's of a reduced consumption. 

While, thei'i'fore, high war taxes may tend in part to reduce 
con.sumption, the effects and beneficial conseciuences can easily 
bo exaggerated. 

The second advantage of high war taxes is that the actual 
burden in times of war is riadly le.ss than it apiicars to be. A 
war gives unusual opportunities to maki! immense gains and 
the profits secured by tin' war contracts are apt to be more 
or leas widely diffused throughout the community in the form 
of high wages and general business prosperity. It is for this 
reason that- the tax on war profits, or on exce.ss profits, has 
everywhere become a fundamental feature in the tax program. 
In the second |)lace, the highei- jirice levid duo to the inflation 
that, always accompanii's a war makes a given tax a much 
smaller relafive luirden. Thirdly, it is moi’e economical to 
levy high taxes during a war when the diver.sion of current 
income to ordinary investment of capital is ri'lalivi'ly small 
than to postpone the tax until a timi' when the need of capital 
investment again b(‘com(‘s acute. 

These arc the undoubted advantages of high taxes. Hut over 
against the advantages must be s(>t the di.sadvant.ages. 

The first drawback is the inade(|Uacy of taxation during a 
war. The protagonists of high taxation .seem to think that 
the entire, or well-nigh thi' entire, expenditures of a war may be 
met from taxation.' 

FIven a superficial glance at. the facts ought to show the base¬ 
lessness of such an assumption. We <lo not venture to utilize 
here any figures as to national wealth or .social income, because 
of the worthlessne.ss for scientific! purpo.ses of any such com- 

' So, foriiisUince, Professor Durand says: ‘'If during llu' war ilscff Highly 
progrPs.sivc .faxes were levied .sutfieienl to nieef the w.ar expenditure's,” 
op. oil., p. ‘20. 'I'he same lliiiig is true of Profe.ssor S|)ragui' and .some other 
Amerinan wrilers. Profe.ssor Pigou, liowever, is nmeh more' eautioas in 
advocating only increascxl revenue from high taxation. 
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puf.ations. I5iit wo should like to emplmsize the fact that the 
limit of taxation is to ho iiieasui’(«i not hy the social income, 
but by the social sui'i)lus, that is, the («ccss of the net income 
over the con.sinn[)li(>n of the members of society. This social 
surplus i.s veiy mueli h'ss tluu) is ofbni rejn'eseiited. In Eng¬ 
land, for instance, where th(> tax on moderate incomes was 
soon raised to 2.') pen- eent and on the larger incomes to 42K> 
per cent, the net additional receiirts from the income tax 
amounted to about, one billion dollars. Even if w(! assume 
that the recipients of miuh'rale inconu's could endure the pri¬ 
vation of an addilion.'d 25 |)er c(>n|. of t he income, thus doubling 
the returns; and if we further a.ssume that on tiu' higher grades 
it would have been ])o.ssibl(> to confiscate the entire income 
beyond a small minimum, thus doubling or trebling the revenue, 
we should have as tlu! conceivabh' maximum from the income 
tax in (Ireat Ib'ilain belwecm three ajjd four billions of dollars. 
Again, if the excess-profils tax had been inereased from the 
eighty per C('nt, which yielded about one billion dollars, so as to 
tak(^ in all of the profits, we would have another few hundred 
millions inconu'. If, therelon', England had taxe<l the entire 
available social suiplus through tlui higlaxst possibk' inconu^ tax 
and exce.ss-|)rolits tax, tla; total I'cvemai would have la'en 
absurdly short of meeting th(' war ex|)i'ndifures. In order to 
meet even one-half of the war- expenditirres fi'om taxation it 
would have been necessary for (li'eat Hi'itaiir, in addition to 
confiscating incontr's and profits, to impo.se immerr.se burdens 
upotr that |)irrt rrl accrrrrurlatrHl wealth or property which is 
susceptible of sale abroad. 

'rite figirres vmtniiji muiiiii(lix wotrld be similar iit this rrourttry. 
Itt (trder to raise evrm (rtie-hidf, not to spertk of the totid, of the 
nineteen billions that were asked for irr 1918 and of the still 
larger stttns whirrh wrruld brr nersled rts th<r war f)rogr('.s.sed, it 
would have brrett ms'essnry not orrly to takfr by taxatiorr most of 
the sntaller incottres and all of thrr higher incottres, but also to 
confiscate virttrally idl of birsirrr'ss profits, attd fitrally, after 
levying crrrshirrg taxes on constrrtrption, to take .strch part of the 
existirrg private irrrrpraty of the I’rriterl States as eoitld find a 
read^' rrrarht't abr’oad. Evirrr f.ht' rrrrrixr statermrrrt of such a 
propositiorr carries its refirtatiorr orr the f.ace. 

But if the irr,‘nle((uacy of solrr r-idiarrce rrpon taxatiorr is paterrt 
thcr'c are also wril-foundrrd object iorrs to levying excessive 
taxes even .short of this impo.ssiblc total. Taxes may roughly 
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he divided into taxes on wealtli (income, property and in- 
lieritaiK* (axes), taxes on husiness (taxes on profits, |)roducl.ion 
and exchanso), and (axes on consumption (import dntitvs and 
excises). 

The chief modern tax on wealth is (he income (ax. It is ae- 
cordinfi;l,y entirely proper tliat in time of war the principal 
I’eliance .should he based on this source of i'cvi'Iiik; with a very 
much liighcr Kradiialed scale of progression on the larf'ei- in- 
come.s. But entirely apait from the extreme, advocated hy 
some, of (a)nfis(xatinji: .all imaimes over $10(),00() ‘ there are at 
least four dan};ers in <'xcessive income ta.X('s. 

1. The administrative diifieulties will he fjreatly increased. 
It is as tnu! of thi' income lax as of t he arithiuehT of the eiistoms 
that two and two do not. always make four. Kxcessive import 
duties induce smu{>!;linf;; <'xce.ssive income taxes (aij;ender 
cva.sion. With such a delicately adjusted machinery as in 
the ca.se of our income' t.ax it is to he feared that excessively 
high rate's will cause not. eeidy ;i, dis;i,p|K)inting yielel liut also 
an incre'asing ine'epadily ees he'twe'e'ii inelivielueil taxpaye'rs. 

2. If thee rates .'ire' toe) high, the' leix m.'iy ae't like an exeexssive 
eeeensumptiem teix iind, hy pre'ssing miehily upon the meirgin of 
comfortiihh' existe'iie'e', e'ause' gi’e'at jeriveitiein. 

3. If leevieel e'hie'fly upeen the highei' ine'emies, it may seriously 
trench upeen the sum eerelinarily ele'veete'el to the eelucatieenal, 
philanthreepic anel re'ligiems institutiejiis anel thus e'ause wiele- 
sfircael injury te) the' imnmte'rial intereests eef the community. 
This eehje'clion has eaily in pai't he'cei re'movcd I)y the; recent 
amenelme'nt to eaer ine'eeme' (ax law. 

4. Exe'e'ssivee teixe's e)n inceetiie's will eleeplete' the .surplus avail¬ 
able for iuveestme'ut ,‘inel inte'it’e'i'e' with the' phu'ing eef the ene)r- 
me)US loans which will he' ne'e'e'sseery in ;iny e'vent. It might he 
replied to this Last, aigiimeait llwt the' meat' is reiiseel hy taxc.s 
the le'ss will heive' te) he' raise'el hy leeeuis. This eleee'S not, how¬ 
ever, mex't thee peeint. I'or if the' taxe's are) .se) high as te) elLs- 
ceeurage inelustry they will eehvieeusly elry up the) seeure'e' eef future 
inceemes anel thus elejjle'te' (e) that eexte'iit the) surplus whieeh would 
eetherwise he) available foe- fu(.eu'e) Leans. Kntire'ly apart from 
that fact, however, high t.eixes will inteerfere with loans ^n so 

'This has beeen ilnne' bv Preefessor Hpragiic in his iielilre'ss l)e'fore) the 
Amt'e'icaii Keeonemiie) Asseecieilioee, Piipi ra tim! Vrnu’nliiKjs of ihc Ttoenty- 
ninth Annual Mtrling of Iho Ainermni Eanonnic AfUiociolion, Decemiter, 
Win, p, 211. Similar propejsitieens weerc made in Congre.ss. 
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far as tho loans arc finaiiopil (!vpm U-inporarily by the banks. 
If a wonl(l-l)fi inv('stor borrows from a bank, the amount of 
bis cnalit will be in a (aniain proportion f-o his estimatcil profits. 
Mvery dollar’s diminniion of his pro.spi'ctivo incotne will cause 
several dollars' decrease in tin; amount which he will think it 
prudent l,o borrow or whi(h the bank will think it safe to lend. 
If, therefore, tin? income ta.x is .so high as seriously t.o cle|)lete 
his investing surplus, it will cause a far grealer falling off in the 
amouTil. which he can subscrilie to the loan. It, is significant 
that this is tho chief argument that wcughed with the ('han(*llor 
of the I'lxcluxiuer in I'higland in refusing to increase English 
taxation.' 

Excessive taxes on business again may have all manner of in¬ 
jurious consi'quences. Taxes on w;ir profits are indeed not 
open to the same objeclions, but our lax on excess profits is far 
more than a tax on war profits. When I hey are loo high, they 
tend to check tin* needed tmnsfer of industry :md of invest¬ 
ment to war purposes just al the time when innv enIerpiiso is 
desperately need('d. Although our tax could by no means be 
called cxce.ssive, it is vvidl known that in several important cases 
it did (;xert such a repressivi' effect. 

Th(“ evils of excessive taxes on (‘xchange and consumption 
are. so familiar that- they need not be recounted here. 

It will be seen, tluu'efore, that the dangers of excessive taxes 
are not to be oV(‘rlook(al. Tlu: an1i-.social conse(iuenees of 
excessive taxation are perh.aps more to be emphasized than the 
similar evils of oxcessivi^ loans.- 


' Mr. linnar Law .staloil this on several occasions, th(! last limn on August 
It), 1917: "I quite admit that in financing the war tlin government has to 
get the largest ainount. out of taxalion whioli is compatihle with maintain¬ 
ing the financial .security of the country; hut I have .saiil many tiinc-s that 
there cotnes a limit at whit'h if you ia‘e|) on incre.asing l.-i.valion, you might 
give 111 ) all hope of raising money by loan, ll, is obvious that if you tax 
to such an (‘.\lcut. .as U) dcst.i-oy tin* financial posilion, you must abandon 
all hope of loans." Tarlwmeiitfir!/ Dchiitra, vol. xcvii., p. 944, 

This point has rcccnily been cmpliasizod by cx-.secrctary Lcffingwell, 
in di.scussiiig tlie |)ropos.'d to ilcfray all the war cosis out of taxes. “It 
Congress had pusscil such a lax law, it i.s not difficult to guess that the 
con.se(|Ucnc(! would have been a business cahistroplic which would have 
pul us cITcctivcly out of t he war , . . one thing is clear, that if excessive 
taxes were imposed, the fact might not l)e known until efficiency was im¬ 
paired and the harm done. In war time it would be impossible to repair 
the injury ilone by a tax levy which in fact was cxces.sive.” Introduclion to 
E. L. Bogart, War CosLi and Their Eimnang, 1921, p. xix. 
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It is important, moreover, that the public mind should be in¬ 
formed not only as to the daubers of excessive taxation, but 
also as to the inevitable failure of exitlusive reliance upon any 
single group of taxes. It woidd have been in the higho.st degree 
unfortunate if through emphasis ui)on s\ich slogans iis “ conscrip¬ 
tion of wealth” and the like, the general citizen body had ac¬ 
quired the fe(!ling that war taxation meant immunity for them¬ 
selves. Just as a war from a military |)oint of view can be won 
only by putting forth the united elfoi'ts of the nation, so a war 
can be won from tlu! fi.scal iioiid. of view only by reliance upon 
the ability of the cntiix! citizen body, whether rich or poor. 

VI. Cnrcimons 

The conclusions from the .above analysis are as follows: 

1. Government loans are indispensable to a sound war 
finance. If properly used, I hey tend to lighten the burden of 
a war. 

2. To att('mpt to finance a war exclusively through loans is 
short-sighted. 

3. To attempt to finance a war exclusiv('ly through t.axes is 
suicidal. 

4. War taxes should be large and immediate, but should never 
be stretched beyond the point, where they begin to li;ssen the 
.social oidput, to hamper the transfer of pre-w.ar to war pro¬ 
duction, or to ju'ess unduly on <lesii'able consumption. 

f). War taxes must be high enough to a.ssnre a .solid founda¬ 
tion for the loans .and to ensui'e a. r.-tpid payment of the debt 
within a relatively shoit time. 

C. At the outbreak of a war, and during the early period, very 
much greater sums ought, to be rai.sed by loans than by taxes. 

7. As the war proce(!ds a contirniously larger amount can and 
should be raised by taxation, although at no time will the 
government be free from the necessity of relying to a con¬ 
siderable extent upon the use of public credit. 



CHAPTER XXIV 


THE COST OF THE WAU AND MOW IT WAS MET ‘ 

The time has not yel come for a final statement of the fiscal 
history of the war. Foi‘ oih' tiling, fhe figures are not yet 
completely available; and, in tli(‘ next place, the expenses 
connected with the war are not yi^t over. It is, liowever, not 
premature, one year after the declamtion of the armistice, 
to attempt to [iresent in a summary fashion a preliminary sur¬ 
vey and interpi’etation of th(‘ facts. Various ad iukrm en¬ 
deavors to present cia'tain phases of the sul)ject. hav(‘ already 
been made.- 

“This cluiptcr i.s rcpriiitol, with a few (■liaTit;(‘s, from tiie artich; in Tfw 
Afucrican Knnioniir Rcvicir, vol. .\i\ 

*The prc.'Ct\l;i1iori of fads for (lie rarli(T pi'iiod of IIk' war will be found 
in the fnilh'diis of (lie (’openhaK<‘(i War Study Society and of iho Socirle 
<le fiatifjiw Suis.si'. Some later (ifriin's will be found in Ji, V. Aye's, Thf 
War villi, (icnnany, publislii'il by Slalislics liraiu'h of the (leneral 
Staff of Washington, I!)!!). Sonu‘ eonijnilalions as lo (In' cost of t he war 
will l)e found in IOd};ar('r;»inniond’s Adilrc.ssoii lln ('(vl of llv UVir before the 
Institute of jhmkers, bondon, March, HMO; as well as in Sir Kdward 
Holden’s Tlir Ctvl of flir H u/' on<l i/.s lUiijiiicid in Ids rc'port. to the London 
City and Midland Bank, January, I'.MU. Facts as to public debts will be 
found in Thi- World's [Far Ikhl (MciJianii^s and Mclals National liank, 
New York, 19l!l); in TIv Inkriud War boua.s- if Ihllujrrcnl Counlries (Na¬ 
tional ('ity (\)nipany, BUS). Tlu* most painstakinj? eolh'ction of facts 
has been compiled by one of my former students B. It. CoUlieb and pub¬ 
lished with variations in threes separate placi's. 'Tlu' first was an article 
on “The Indebtedness of the Principal Beliifierents” in the Quarlerljf 
Journal of Economics, ^biy, 1919. 'Idic' second was the: booklet entithnl 
Fimncial Slalus <f lkHi<jir< nls, pul)lislied by the Bankers d’rust Company, 
New York, 192t), willi an introduction by myself. The third was entitled 
Post-War Finance., and International Finance in its Post-War AspeclSy pub¬ 
lished by the Bartl\ers Statistics Corporation, New York, in their Weekly 
Sermce, vols. ii and iii, 192U 21. (.f. also hk I;. Bogart, War Costs and 
Their Finanviiaj. A St,inly of the. Financiny of the War and Ihc After-War 
Prohlems of Ikhl and Taxalion, New York, 1921. Th(! most, valuable docu¬ 
ment the (‘arlier pt'iiod of the war is tlui report. No. 4133, to the 
PYench (diambcT of l)cpulics, by M. Louis Marin in 1917. By all odds 
the most complete ami valuabh* studhfs on (he subjf'ct are (ho.se by Pro¬ 
fessor Cuiston J6zo in the Ilc.vue de ■Science et dc Leyislalion. Finandhes, 
vols. xiv.-xviii. He has dealt particularly with England, lYauce, Italy, 
748 
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The problems to which it is desired here to call attention are 
as follows. First, what is meant by the cost of war? Secondly, 
in considering actual governmental outlays, is it de.sirable to 
distinguish between the expenditures during the war and war 
expenditures? And, if the an.swer be in the affinnativ'e, how are 
the latter facts to be ascertained? Third, from what sources 
were tin; aclual war outlays derived? This introduc(!s the qu(*s- 
tion of ta.xes veruvit loans. 'I’lie facts as to taxation arc first to 
he sccunvl. JTcre it will be seen that ther(' is considerable con¬ 
fusion as to what is meant by war (axes, and that, just as there 
has been a failure to distinguish between expendil.ures of the war 
period and war expenditures, so the pro[)er line has not been 
drawn betwc'on ta.xation during the war and war ta.xation. A 
correct interpndation of the facts will yield sonu! rather uncx- 
pi^cted results. The fo\n'(h problem is that of the relative 
weight attached by diff(!r(ait. coimtih's to the v.arions categories 
of taxation in i-aising the n('('essary rev('nues. l'’inally, we have 
to consi(l('r (Ik? role played by public debts and the relative 
importatice attached to long-ti?ne and short-period borrowings. 

In ord(‘r to put the r(■snlts in the most compact form, a series 
of tables have laa'ii ia)nstructed. 'Plu^ figures througliout this 
have been taken fi'om oflicial sources; - and (he foreign curren- 


and Germany in Ihiee .scries ol articlescnfillcd n'spcctivcly “Lcs t’inaticca 
do tiuorro,*’ “Los Mothndcs I'’iii;iiirioics,’' ct “T>os tiiiipninls do Gin'iro.” 
Most of those sindies won- r('prodiicod in llio (lies' vohmios ontillod Ecs 
Jinanrrs de {fiurir dr I’AngIrlirrr. Acs Fhintwrr dr ijitrnrdr In. Eiwtt'A^, 

1920; (iiui IjTs finaiirr dr (jnrrtr dr I'lhdir, l!t20. 

* Tho oflicial .sources (lint liav'o been utilized are as follows: 

(Ireat lirUnin: 'I'lie various spooclies, as found in llansurd, of the chancol- 
Itii’S of the oxchotpior (Lloyd (leorge, ttttt l.'i; Mclvonna, 191.'l-i91t); 
Bonar Law, 1917-1918; and AiistoTi ('linnilieilain, 1919, the la.st being 
hts spooclies of May and .lurio, 1919) and of llio I’ritno Ministers (Astpiitli 
and Lloyd George); th<' Annual Finnnrr Arrounfr: the Urjuirtr of II. M. 
Inland Rrminr; and the lirlurn rrhting to llir National Dtbl from IS7B on 
(cd, 8972, 191,S). 

France: 'I’he annual reports (Riiiiimts (jfnerniir) of the Budget Com¬ 
mission; the Exjnnrr drr inolifs da jirofri dr hd for each of the new revenue 
law.s; and t,he speeches in the (Jhainber of Deputies of the Ministers of 
Finance (liibot, 1915-10; Klotz, H)1719,—the bust being the .speech of 
May 27, 1919). 

Italy: The reports (Kclazioni) and speeches of the Minist.ers of th<»Treas- 
iiry ((larcano, 1910-17; Nitti, 1917-IS; SIringher, 1919; Bchanzer, 1919, 
—the last being the speech of Jidy, 1919) as well as the studies of Pro¬ 
fessors Flora, Gabiati and I'iinaudi. 

Germany: The Ileielislag speeches of the Ministers of Finance (Kuhn, 
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cies have been converted into dollars according to a scale which 
represents their actual pre-war coin value.' Owing to the depre¬ 
ciation of the foreign currencies, this naturally gives a somewhat 
exaggerated picture of the existing burdens. 


I. The Expenditures 

The cost of the war may mean several different things. In 
the narrower sense, it nutans the actual moiKjy outlay, or ex¬ 
penditure in dollars and cent.s, directly involved in prosecuting 
the war. In the wider s(mse it includes many items, both direct 
and indirect, which arc of significance from the economic point 
of view. The real cost of the war in this sen.se may mean cither 
the actual loss of lives and of propw’ty or the diminution of 
the annual social output. Thi' direct loss of jiroporly is sus¬ 
ceptible of fairly accurate measure; the cost due to the loss of 
lives is more ilifficult to estimate. Most of the calculations on 
the latter point havc^ been enlirely ariiilrary. So far as the 
wealth of a country is iiK^asurcd liy its social income it may be 
reduced by the actual loss of territory, as in (iermany and 
Austria; by the imiiairincnt of its natural resources .such as coal 
mines and forests, as in h'rance; f)y the reiluction of labor 
power, du(! to tlu^ wounded workmen or tin? results of starva¬ 
tion on the civilian po))ulalion, as in most, of tlu; Muropean 
countries; or by the lo.ss of (a'ononiic efliciency diu^ to a lowering 
of the standard of life or to a change in the attitude toward 
habits of work, 'file total costs of a war in this sen.se, al¬ 
though they are for the most, part incalculable, are none the 
less of profound significance. 

In this cha|)ter we shall atteinjit to diail only with the direct 
money costs. These direct motn^y costs or governmental ex¬ 
penditures for war include not only the actual outlays for 

1914-15; Helffcrich, 191.5-16; von Uoedom, 1916-18; Schiffer, 1918-19; 
and Erzberger, 1919,—the last being his .speech of October, 1919). 

R«8sio;The reports of flic Ministers of lonaiicc, cspceiiilly Hark, 1914-16; 
Gukov.ski, 1916-17; and Tercsclienko, 1917. 

Austria-Hungary: The reports of the Hudget Commi.s.sions. 

Tra6.yation of some of these reports will be found in tlu’ Hiilktin de 
Statisti^ue, The Ecommisl and VEconomisIr, Kimijihn. 

^ 1 £ = M.87. 1 ruble=51.5 centa. 

1 franc = 19.3 cents. 1 crown=20.3 cents. 

1 mark=23.8 cents. 1£T=$4.40. 
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military iiiid naval purposes Init also the whole range of ex¬ 
penditures incurred in industrial life to prepare the where¬ 
withal for the army and navy; and they also comprise the sums 
devoted to the maintenance of the families of the soldiers. All 
these items are far greatei' in modern times than they used to 
he. It is a far (uy from the meeting of two savage tribes amied 
with bows and ai'rows or javelins to the modern sixteen-inch 
guns, the dreadnoughts, the acii-oplancs, the submarines, the 
poison gas, and the innumerable technical adjuncts of modern 
warfare, d’he conse<iU('nc(^ is that the money costs of the 
Great War far transcended those of all previous conllicts. 

The attcmjit to present in figures the cost of the war even in 
this restricted scn.se meets with several difhculties. In the 
first place, the question ajises as to the jreriod when we ought 
to stop. In one sense the war (•('.•i.sed when the armistice was 
declared: in another sen.se lh(‘ war did not actually stop until 
|)eace was I’atilied. Hut ('ven when peace was made, the war ex¬ 
penditures were by no me.-ms over. The process of demobiliza¬ 
tion was a slow one .and in many countries there have been con¬ 
siderable demobilization bonuses. Moreover, it was necessary 
to continue for somi^ time the policing of the conquered coun¬ 
tries. Again, w(‘ must take account of the compensation to 
citizens for war damagi's; of tlu' cxiicnses of reconstruction; 
and of the loss on exchange of the depreciated currencies. 
Finally comes the (juestion of the pensions to the wounded 
soldier.s or to the families of the dead. It will be .seen, there¬ 
fore, how iinpo.ssible it is to st.at(! with any accuracy at the 
pre.sent tiim; the costs of the war, while these are still being 
incurred. I'he best plan has .seemed to include in the war co.sts 
the period of from six months to a year (a{'cording to the dates 
of t he expiration of the various budgets) after the final cessa¬ 
tion of hostilities, i. from March to October, 1919. But this 
of course rendere the figures only a,pproximate. Furthennorc, 
the figures ordinarily given contain many inaccuracies. The 
richer countries made advances to the pooria' countries, and 
these exp(!nditures are sometime.s counted twice in the total— 
a procedure legitimate only on the assumption that the loans 
will not be repaid. Again, in a coindry like the United Sfates, 
which has suhstitnted an insurance .system for pensions, the 
nominal expenditure.s appear smaller than is really the case, 
because of the receipt of vast in.surance premiums which will 
ultimately all be expended again. Finally, the figures make no 



750 


ESSAYS IN TAXATION 


cies have been converted into dollars according to a scale which 
represents their actual pre-war coin value.' Owing to the depre¬ 
ciation of the foreign currencies, this naturally gives a somewhat 
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I. The Expenditures 

The cost of the war may mean several different things. In 
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penditure in dollars and cent.s, directly involved in prosecuting 
the war. In the wider s(mse it includes many items, both direct 
and indirect, which arc of significance from the economic point 
of view. The real cost of the war in this sen.se may mean cither 
the actual loss of lives and of propw’ty or the diminution of 
the annual social output. Thi' direct loss of jiroporly is sus¬ 
ceptible of fairly accurate measure; the cost due to the loss of 
lives is more ilifficult to estimate. Most of the calculations on 
the latter point havc^ been enlirely ariiilrary. So far as the 
wealth of a country is iiK^asurcd liy its social income it may be 
reduced by the actual loss of territory, as in (iermany and 
Austria; by the imiiairincnt of its natural resources .such as coal 
mines and forests, as in h'rance; f)y the reiluction of labor 
power, du(! to tlu^ wounded workmen or tin? results of starva¬ 
tion on the civilian po))ulalion, as in most, of tlu; Muropean 
countries; or by the lo.ss of (a'ononiic efliciency diu^ to a lowering 
of the standard of life or to a change in the attitude toward 
habits of work, 'file total costs of a war in this sen.se, al¬ 
though they are for the most, part incalculable, are none the 
less of profound significance. 

In this cha|)ter we shall atteinjit to diail only with the direct 
money costs. These direct motn^y costs or governmental ex¬ 
penditures for war include not only the actual outlays for 

1914-15; Helffcrich, 191.5-16; von Uoedom, 1916-18; Schiffer, 1918-19; 
and Erzberger, 1919,—the last being his .speech of October, 1919). 

R«8sio;The reports of flic Ministers of lonaiicc, cspceiiilly Hark, 1914-16; 
Gukov.ski, 1916-17; and Tercsclienko, 1917. 

Austria-Hungary: The reports of the Hudget Commi.s.sions. 

Tra6.yation of some of these reports will be found in tlu’ Hiilktin de 
Statisti^ue, The Ecommisl and VEconomisIr, Kimijihn. 

^ 1 £ = M.87. 1 ruble=51.5 centa. 

1 franc = 19.3 cents. 1 crown=20.3 cents. 

1 mark=23.8 cents. 1£T=$4.40. 
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were approximately the same as in Great Hritain, rising from 
about 13 million dollars in the first nine months of the war to 
about 34J4 millions during the last half of 1918. In the case 
of both Germany, and brance, however, it is not known whether 
the figures comprise the total expesidituns or only the purely 
war expenditures. In the former ev(‘nt, tiu! daily exjienditures 
of Germany would be a little le.ss than those of Great Hritain; 
in the latter, they would be a littl(' more. In Italy and Austria, 
th(! daily expenditures were naturally smaller, amounting as a 
maximum to lOJ 2 ‘T'IxI 20 millions ixispectively. In Russia the 
daily expenditures rose in 1910 to 21 millions, and in 1917, just 
prior to the October revolution, nominally to 47 millions. 
Owing to the great deiu'ceiatiou of the ruble, however, the 
actual expenditures were much less. The salient facts are 
given in Table A. 


Taule a. —Avehace Daii.v War Kxi'e.nditures 


(In inillinns) 
(lliHAT liltlTAlX 



1 dnilv 

Average daily 


' lolal o.\|)Ciiditur(‘s 

war e.xfienditiires * 


.t; -s 

£ 

$ 

Aug. 4, 1914-Mar. .'10, 191.') 

2.0“) 0.9X 

I.9S 

9.49 

Apr. 1, 191.';-- '• 1911) 

4.27 20.70 

3.73 

18.16 

“ 191f)— “ 1917 

0.02 20.82 

5.48 

26.69 

“ 1917 - “ inis 

7,39 35.97 

0. S,') 

33.36 

“ 1918—Nov. 9, 191,8 

7.11) 



(Armist,ie(3) 

1 7.1)7 34.13 

n..52 

31.75 

Nov. 10, 1918-Mar. 30, 1919 

9.17 j 




Fhancio 



Average monthiv 

Average daily 


war ox])en(litnres 

war expenditures 


1 /,'. 

$ 


Aug. 8—Dec. 81, 1014 

1,318 

2.54 

439.6 8.5 

.Ian. 1 -Doc. 31, 1915 

1,900 

367 

633.3 12.2 

“ 1916 

2,713 

520 

914.3 'H.!) 

“ -- “ 1917 

3,360 

OIS 

1,120.0 32.4 


> Arrived al. by ilediiclin;! Ihi^ ('xpianliliiriw fur l,h(^ yc.ar l!tl3-liUl (£l97 
millions) from the total expenditures. 
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Okumanv 





Average inonthlv 

AveruKo daily 




war cx[)en(]itur(.\s 

war expenditures 




Mk. 

$ 

lufk. 

■S 

Aug. 

I, 1914—Juno 

JO, 1915 

1,075 

898.0 

55.8 

13.8 

July 

1,191.5- 

■ 1910 

•2,008 

401.8 

00.9 

15.9 


191(1- 

‘ 1917 

2,807 

082.2 

95.6 

22.7 


1917- ' 

‘ 1918 

8,908 

980.1 

180.8 

81. 


1918-Dce. 

HI, 1918 

4,;i58 

1,037.2 

145.2 

34.5 


Italy 



1 Aiiminl expenditures ’ 

Average daily 




cxp(‘ndltures 


It 

$ 

« 

July 1, 1915-June 80, 1910 

8,851 

1,012 

4.4 

“ 1910 ■ “ 1917 

14,182 

19,781 

•2,727 

7 5 

“ 1917— “ 1918 

8,808 

10.4 

“ 1918—0(4. 81, 1918 

9,720 

1,977 

0.5 


HirsMiA 



Annual war 

Aver.ng(( daily 


expenditures 

war <*xpenditurcs 


rii. S 

■j 

Aug. 1, 1914 -Dee. 81, 1914 

1,708 877 

5.8 

Jan. 1, — “ 1915 

9,194 4,785 

12.9 

“ — “ 1910 

15,872 7,910 

21 {> 

“ -Oct. 80, 1917 

‘25,281 12,998 

47.0 


Austria-Hiwgahy ^ 




1 Annual 

1 war 

Average daily 



expenditures 

war expenditures 



Kr. 

S 

8 

July ‘28, 1911~June .80, 

1915 

10,700 

2,714 

0 4 

July 1, 191.5— 

“ 1910- 

1916 

15,7‘20 

3,192 

8.7 

1917 

18,7,88 

8,812 

10.4 

“ 1917- 

1918 

22,170 

4,500 

12.3 


When the United States entered the war, the scale of opera¬ 
tions became so gigantic that the daily war expenditures soon 
far exceeded those of any other belligerent. In the .second 
month of the war the average daily expenditures for war pur¬ 
poses reached 15 million dollars, and a little over a year later 
> NSt including payinenls abroad. 

2 The figures for Hungary arc! not available; but as Hie to(.al e.\pendi- 
tures of Hungary during Hie four years were about one-Hiird of those of 
Austria, it is safe to add that proportion to the Austrian expenditures in 
order to ascertain the average daily war expenditures of Austria-Hungary. 
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they had^risen to almost 50 millions. By the end of 1918, as 
appears from Table B on the following page, the daily average 
war expenditures attained the staggering sum of 64}^ million 
dollars, almost double those of Great Britain and far exceeding 
those of any other belligerent. 

We come next to the total cost of the war. In attempting to 
present the comparativi' .stati.stics on this point, we must be 
mindful of th(^ dilficulties adv(‘rt(‘d to above. The figures are 
not quit(‘ accurate and cannot be made entin'Iy accurate for 
several r('a.sons. In the first |)lace, the last date in th(^ official 
return diff'er.s from country to eounli'y. The dates are, however, 
all subsequent to the arnustic(‘, with the exception of Russia, 
where vv(' have no trustwoitliy figures after the October revo¬ 
lution in 1917. In the s,'coihI ])lace, we do not know, except 
in thi' case of tlu' United ,Slates and (iieat Britain, whether the 
figures comprise the total expenditures or only the purely war 
exp(!nditures. Uv('n in the case of the United Stat('.s the official 
figures are not quite accurate, as will be se(‘n below.' More¬ 
over, in the case of Japan as well as some of the minor belliger¬ 
ents, no figures are inchuksl because the war ('xpenditures were 
either virtually non-existent or of an exceedingly insignificant 
amount. 

Making allowamcc for the.se points, it will be seen from Table C 
that the total war expenditines amount to about 232 billion dol¬ 
lars. From this sum, however, must be deducted the amounts 
counted twice, because £ulvan(!ed to their allies by the United 
States, Great Britain, France and G(>rmany, aggregating a 
little over 21 billions. This would bring the actual not war 
expenses to over 210 billion dollars.- Inasmuch, however, as 
most of the countries will continue, for some little time in the 
future, to have expenditures attributable to the war, it is 
probable that the total war expenditures will, by the end 
of 1920, amount to over 230 billions, or, deducting the advances 
to allies, to a little l(!s.s than 215 billions. This may be accepted 
as a fairly accurate statement of the real money cost of the war.'' 

' Infra, p. 763, note to Table H. 

’ For France wc have taken th(^ total live-year expcnilitures as stated by 
Minister Klotz in 191!) (192 billion francs) and have deducted 23 bfijions, 
a.s representing the peace expenditures for 1 he four and a half year period, 
thus leaving a remainder of 109 billion francs or 311^ billion dollars. 

* These figures arc considerably larger than those given by Ayres and 
other writers. But none of these authors uses the later, and much aug¬ 
mented, official figures for France, Italy, and especially Germany. 
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Table B.— Expenditures of the United States 
{In millions) 


Period 

Monthly expendi-i 
turns oxclusivo of 
Iho principal of 
( ho |)ulili(, (lcl)l, 
and of postal 
cxpcndilurcK 

Mondily 

war 

expenditures' 

Average 
daily war 
exi)e,nditure.s 

1917; Apr. 0-30 

$2711 

$219 

iTiT^ 

May 

W 

4(17 

15.0 

June 

410 

3.5(1 

11.7 

'J'otal, Apr. O-.lime 30 

$ 1,21(1 

$ 1,1.51) 


July 

(1(12 

1)02 

19.4 

August 

757 

(197 

22.5 

Scjilember 

71(> 

(181) 

22.9 

October 

(144 

884 

29.5 

November i 

ilSli 

92(1 

30 9 

I)ec(>mber 

1,105 

1,015 

33.7 

1918: January ' 

l,(t!l(l 

1,030 

33.2 

February 

1,012 

9.52 

34.0 

March 

1,15(1 

1,0911 

35.9 

.April 

1,215 

1,5(),S 

1,1.55 

38.5 

May 

1,448 

4(1.7 

June 

1,512 

1,4,52 

■48.4 

I'otal, fiscal y(‘ar lilhS 

S 12,0(17 

$11,977 


191H: July 

l,(i()S 

1,518 

49.9 

Augu.st 

1,S05 

1,745 

,5(1,8 

September 

1,5.57 

1,497 

49.9 

October 

l,(i(15 

1,(105 

51.8 

November 

1,035 

1,875 

(12.5 

December 

2,01)1 

2,001 

(14,5 

1919; January 

1,«()2 

1,902 

01 4 

February i 

1,1S9 

1,129 

40.0 

March 

1,379 

1,319 

42 5 

Ajiril 

1,429 

1,3(19 

45.0 

Ma,y 

1,112 

1,0.52 

33.9 

June 

SO!) 

749 

24,9 

Total, fiscal year 1919 

$ IS,.505 

$17,7.8.5: 


1’otal, Apr. tl, 1917- 
June 30, 1919 

.$;12,42S 

$30,918 



* OI)tain(‘(i by dodnclinK onivtwelfth of t.ho annual ())oa(.T) ('xponditurcs 
for 1015-1010 (‘xnlusivr of postal (‘xpcnditiirc's; i. e., ono-twolftli of $1,008— 
287 millions — 00 millions. .S('cr(!(ary Glass in his Letter of July 9, 1919, 
to Ihe Chairjmm of the. i'ommiitec on Ways and Means ex<;ludes postal ex¬ 
penditures in the Sist column, hut fails to exclude them when making the 
deduction for peace expenditures. He eonsiKpiently arrives at the figure 
of $30,177 millions as Uie cost, of the war. The total of $30,918 millions 
given above docs not, however, repre.scnt accurately the war expenditures, 
as the figures are based on the provisional daily treasury statements used 
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The figures, it must I)e remornljered, cover the cost of the 
war up to a periocf from six to twelve montlis after th(^ conclu¬ 
sion of hostilities. In many i^ountries, however, large expenses 
directly connected with the winding up of the war continued, 
and in any final stalcanenl the inodigions fignri's of the co.st of 
reconstruction and reparation would have 1o he added. These 
will without much donht ultimately w(‘ll-nigh doiihh! the above 
estimate. 


TaIH.K ('.' 'IhiTAL W.MI ICxi'K.MUTI'RKS 
(In iiiilltfirHl 

Gmil. Hritiiin.1, l!ll I Mur. ;5I, I'.IHI CS.liOl $I1,S.S7 

Aiistralifk.. I’tM 

New Zoulninl. “ " “ . 7ii U(>5 

Ciiiifula.. .Afi,;. •' '■ 

Snutli Africii. “ “ " M.ur. “ “ '.VA 

Imlia. " ■' " '■ “ " Hil r)S4 

Hritinli Mtnpim. Sdfi.OijS 

Fmnce. Aii«. I!H1 Mar. :il, IIIIH fr. IfilMWl) •HL’.«il7 

Rusaiii. Auk. I.IHH (><•!. lil, l!»17 rii. Al.rdM) 21.,7,22 

Uutv.Mav J.'I, Ifti:. May “ llliy li. ISl.Olfi' 

B.-lgmiii. Aiik. 2 , l')i 1 (ii't. " fr. 5.‘K)t) 1,:W7 

Uutiifuiiii. . .. " 2i. liilii. 907 

Snrbia.Iiily 2S. I',H I .. (iilA 

United Slates.April A, HH7-Jinir ;{ll, 1919 ;{2,2lil 

Kiit.enl.e Powers. l-'tO,!).')!) 

(lerniuny.Atir. 1, 1911 t let, 1919 ink. 201,2(1S 4S,fil(i ? 

Auslria-IltiiiKiirv.Ini'.- 2.s. ” ,lnlv " “ kr. 1 lit,504 21,S.')S * 

Turkey.\(.v. ;i, " -Ori, " I9is 1 .ho2 

BulKuria.(hd, 1, 1915-. 7T> 


Ccaitral I'owuth. 7(5,008 

Total. »2;52,058 

I.oiiiis (o .Allies 

GrenI Britain. €1.T;«» JS,.|97 

Fmnoe. fr.('i,7(M» 1.29:{ 

Genimny.. iiik.9.5(K} 2.201 

(jjiitfxt Stales. 9,102 

Total. 21.123 

'J'otal net war eKiH'iidihiivs. 5210,93') 


II. The Reiviiues 

The quc.stion now arisc's a.s (.0 the sf(qis taken by the various 
countiies to meet (hese .stupendous outlays. Of fhe older ex¬ 
pedients, such as war treasme.s or the sale of public property, 
there was naturally no (|ncsli<in. In (lermany alone was there 

by Secretary Gl!i.s.s. 'I’lie corre<a telal, .wriveil .'it in annllier way, will be 
found in Table H below. Hut the above liguies are the only ones available 
tor calculating the niontbly and daily e.vpiaiditure.s. ,. 

‘The total expendilures were li. 91,01(1 millions. DcxluetiuK 10,000 
millions tor four yeaia of peaee expendiliires le.aves Sl.OHi. 

‘ Obtained by ailding lo l.h(! w.ar debl as found in Tabli' R apiiroximatcly 
6 billion marks of war expenditures paid oul. of revenue. 

’Obtainwi by using the figures of war debt a.s found in Table R. 
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a war treasure. But, as even this was so small as to be well- 
nigh negligible, it follows that the only two available resources 
were taxation and borrowing. 

When we compare these two expedients we arc struck not 
only by the great difference in the theories of war finance fol¬ 
lowed l)y the vai’ious <!ouid.ries, but also by the diversity in the 
economic conditions which largely influciua'd (he choice. In 
general, it may lie said (hat all counirics were compelled to 
rely to an overwhelming extent on public loans, but that (treat 
Britain and tin! United Slates r;use(i a gn-ater shai’e by taxation 
than did other countries. Italy, for instance, was able to secure 
by new taxation only just about enough to pay (he interest 
on the war loans; (Icnnany accomplished this oidy in part; 
while France was not in a position to d('fra.y any of her war 
expenses from taxation. 'I'he same is tru(! of (In' other belliger¬ 
ents, with the excejdion of some of tin! British colonies. 

Proceeding to consider this matter in detail, we .shall first at¬ 
tempt to sot forth lh(! facts as to war taxation. 

tjireat Britain, as the wealthic'st of the belligerents, adopted at 
the outbreak of war the praiseworthy method of endeavoring 
to raise as much as possible from taxation. From year to year, 
as the expenses mountal up, continually more ihanands were 
made upon the taxpayer. The war expenditures were, however, 
so prodigious that it soon turned out to be im[)ra(!ticable to 
obtain moi'c than a c()mpara(iv(!ly small proportion of the 
total outlay from taxation. The figures ordinarily advanced 
to illustrate this point do not, however, give a true picture of 
the situation. The statements made by the various chancellors 
of the c.xchequer, and repeated by all commentators, arc based 
on the i)roportion that total tax(!s bear to total expenditures. 
This method of calculation, as will be seen from 'Fable D, shows 
that almost a (luartcr of the total cx])enditures or, to be more 
exact, 24.9 per cent, was derived from taxes. 'These figures, 
however, involve a double error. In the first place, the really 
significant proldem is to ascertain the war expenditures, not 
simply the total expenditures. War (!xpendituros can best 
be obtained, as we have seen, by deducting from the total annual 
expenditures the expenditures for the last full year of peace. 
In the second place, what is significant is not the total yield of 
all taxes, but the proceeds of war taxes, that is, the proceeds 
of the additional taxes raised during the war. These again 
can be obtained by deducting from the total tax revenue the 
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yield of the taxes during the last full year of peace. If then we 
endeavor to a.scertain how much of the war e.xpeiiditures were 
met by war taxes- and tliLs is really the important problem— 
we find (.hat, immensi; as were lh(' bui’<lens re.sting upoti the 
British taxj)ayer, the p(U'cenl.ag(! of war extamdituns raised 
by war taxes was much smaller than is usually stated. As a 
matter of fact, as ap|)ears from 'I'abh^ I), in the first year of war 
only a little over 7 p(!r cent of the total war expenditures were 
raised from war taxes. With (wery succeeding year, indeed, 
the percent-age incix'ascd until in tlu^ last year of war, 1918 1019, 
slightly ov<'i’ oiKKiuarter of the war <'xpwiditurcs were met 
from war taxes. For the eiitin^ five yc'ais, however, the pro¬ 
portion of war taxes to war exp(mdiiures was about 17 per cent. 
In other words, only a little mori' than one-si.\th of the war 
expenditures in Great Britain was derived from war taxes. 
Even if we excliah’ from lh(! war (!X])euditures the sums ad¬ 
vanced to t-he .Allies'-am! the Chancellor of the Exchequer, 
Mr. Chamberlain, thinks it saf(> to allow for only half of this 
amount—th(> proixirtioti would Ik^ a little over 21 per cent or 
slightly more than one-fifth, d'hese figures are much less than 
is ordinarily stated. But even this proportion of revenue de¬ 
rived from ta.xation was sufticinit to maintain the credit of 
Great Biitain. 

In the other belligerent countries, the showing was by no 
means so good. Franca^ sti'uggled mider a double difficulty. 
In the first place, F’rance was invadixl at the outset of the war; 
and the territory occupied, although relativ{!ly small in extent, 
represented the riche,st and tlu^ most industrially developed 
part of the country. This op<n'ated laigely to redino the or¬ 
dinary revenue. In the .second place, the resultant economic 
conftision, as well as the general i>olilical situation, rendered 
it difficult to impose any new taxes at all. The consequence, 
as will be seen from Table E, was that for the first three years 
of the war the tax revenues of France wore a(!tually sm,aller 
than before the war and that as a n^ult they did not suffice 
even to defray the ordinaiy peace exi)enditurcs, not to speak 
of making any contribution to war expenditures. 

After a while, indec'd, F'rance found it possible to levy ^me 
war taxes; but, as api)ears from Tabh' E, thc'se were exceedingly 
slight compared with what had been accompli.slnxl in Great 
Britain. The conscxiuence is that the new war taxes of France 
were only just about sufficient to make up the deficit in the 
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TaRLK D. —WaK KXi'MNDITtlRIilS OP (iRKAT BRITAIN 
{Ill millions slorlinj^) 



y 

ear ending .March 30 


'fotal for 






.... 

the five 


191. ■) 

1910 

1917 

1 1918 j 

1919 . 

yeai’s 

1915-1919 


£ 

i’ 

£ 


.i; 

jC 

Total expenditures. 

.Kill 

l,.').'-)9 

2,19.s: 

2,090 

2,.'>79 

a,rm 

War expenditures ‘ . 

357 

1,;!I12 

2,001 

2,4!)9 

2,3S2 

8,001 

Ijoans to Allies and Domin- 







ions. 






1,7119 

Revenues oilier Ilian loans.. . 

227 

:i:i7 

573 

707 

SH!) 

2,7;i3 

dax revenues. 

l.S!), 

2911 

.111 

oi:i 

781 

2,:i9() 

War tax revtmues - . 

1 2(; 

127 

:i.')l 

lOO 

021 

1,47,') 


/'. c. 

c. 

/*. c. 

/’. C. 

l\ c. 

/^ c. 

J’roporlion of total exiiemli- 







ture.s from non-loan rev- 







emies. 

III..'-) 

21.0 

2.1,1 

20.2 

lil.l 

28.1 

Proportion of total (wpendi- 








o3 7 

l.s.o 

‘>2 4 

22 7 

no. 4 

1 

24.9 

Proportion of war (‘xpendi- 




tiire.s from war taxes. 

7,:i 

n.:i| 

17.5 

18,(1 

23,0 

17.1 

Proportion of net warexpendi- 


1 





tures (less loans to Allie.s 







and Dominions) from war 







taxes. 






21,2 


'rARLE K.—Revenues of France 
(In million francs) 



19 M 

1014 

1915 

1910 

1917 

1918 

Direct taxe.s. 

o:i4 

490 

4,-17 

89.3 

1,017 

727 

Tax on war profits. 





19.3 

714 

Tax on intangibles. 

i:is 

i.w 

1.58 

181 

242 

252 

Stamps. 

1,080 

11V| 

012 

6S3 

80.5 

1,113 

Indirect taxes. 

90:i 

74.1 

714 

.520 

092 

734 

Import duties. 

7.'il 

.577 

764 

1,.5.50 

1,785 

1,314 

Tax on .sale.s. 






210 

Monopolies . 

I.Oil.'l 

0.'tl 

844 

9t;'i 

1,108 

1,1.54 

Miscellaneous. 

.wo 

2!)() 

270 

240 

2.54 

285 

Total. 

■fc_ .' 

.'■),0,S9 

:i,982 

:i,.80l 

4,818 

(i,;i0li 

0,.533 


‘ Obtained by deducting from tlu' Uital exp(*ndituros (‘ueh yc'ar the peace 
expenditures for 1914, amounting to 197 millions. 

2 Obtained by deducting from the tax revenues the 1914 tax revenue, 
amounting to 163 millions. 
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ordinary peace liudKet—a deficit caused cliiefly by tile devas¬ 
tation of the occupied territory. In France, tliereforc, we may 
conclude that no part of the war expenditures wa.s mc(. by war 
taxes. A .share of the resjionsibility for thi.s fact inusl., however, 
be laid at the doors of the frovcrnment, whicli disclosed an im- 
warrantable (iniidify in levying taxi's. The natural re.sults of 
the adojition of the loan policy in the fi,scal conduct of t he war 
are seen in the exaggerated rise of prices, the de|ii’eciation of 
the franc, and the .si'rious condition of finances in Fiance to-day. 

In Italy the .situation was a. little Ix'tter. Italy had not been 
invaded, and its financial situation was not so desperate as that 
of France. Moreover, Italy enteied the war somewhat later 
and was not compclli'd to endure the strain for so long a time. 
Italy consequently proceeded as soon as possible to levy new 
war taxes; but, as shi' had always been relatively overtaxed as 
compared with (iri'at lii'itain, it was not feasible to do as much. 
A.s a result, the war taxes levied by Italy were just about 
sufficient to jiav' the interest on the war loans. While Italy, 
therefore, did better than l''rance, she also was not able to 
defray any of the war expenditures jiroper out of war taxation. 

The condition of Russia soon became wor.se than that of 
France and Italy; and even bi'foie the October revolution in 
1017 Hussia was able to put very little reliance tipou revenue 
from war taxation. 

Among till' Central Powers tbe situation was much the .same, 
but for a different reason, tlei-many at the outset of the war, 
had ,so confidently counted upon victory, with resultant huge 
indemnities, that it resolved to follow the loan iiolicy, at all 
events so far as the inqii'rial government was concerned. 
For it must be remembered, that in Clermany a not insignificant 
part of the war expensi's was met by the separate states; and 
in the states a considenible increasi' of taxation was irrovided 
for at once. As the war proceeded, howi'ver, and the ho])es of 
a speedy and com|)lete victory gradually faded away, (lei'iiiany 
began to change her policy and now decided, especially from 
1916 on, to impose moit' and more taxes. 'I'he result was that 
by the end of the war, (lermany had done a little better than 
France although a little less well than Italy. The figu’j^s for 
the chief continental belligerents are given in Table F. 

If the later figures as presented by Minister FIrzberger are 
u.sed, the showing is not appreciably more favorable. According 
to these figures, of the total war expenditures to October, 1919, 
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of about 204 billion marks, about 5 billions were derived from 
other soiirei's than loans. 


Tabi,k F.—]Ikvi:nue.s and t'A-ptiNDiTUKEs: France, Italy, Oehmany 
(In millions) 

France 

Kxprnditnros Income 

fr. 

Aug. I, 19U-Mar. ,31, 1!)19.174,.'■,()() Foiins.1.59,400 

Advances to Allies. (>,700 Other revennc.s.. 22,.500 

181,200 181,900 

Foreign debts end other minor items.. 11,(K)0 

Total.192,200 

Annual revenues before the war. 5,000 

Total peace reviuiui's during the war period. 24,000 

Hence the total non-loan revenues during the war did not quite eriual the 
peace revenues calculated on the pre-war basis. 


Itai.y 

Expenditures Income 

li. li. 

May, 1915-June 30, 191,8. S7,.51li Eoans. 04,132 

Still due. 3,.500 tlther nwenues.. 26,034 

Total. 91,010 Total. 90,166 

Annual peace revenues. 2,087 

Total peace revenues (luring th(( war |)eriod. 13,43.5 

Deducting 13,43.5 from 20,034 leaves as war revenue. 12,599 

Hencre the war revenues barely suflieed to pay the interest on the war 
loans. 

CIermany 

Expenditures Income 

mk. mk. 

Aug. 1, 1914-Dec. 31, 1918.170,.3IK) Loans. 1,53,000 

Dtlmr revenims.. 17,000 


Total.170,000 

Annual pea((e revenues (1913). 3,200 

Total peace revenues for 4)4 years of war. 14,400 

Deducting 14,41X1 from 17,0tX) leavers :ls war revenue. 2,600 


The war revenues thus did not suffice to pay the interrest on the war 
loans. 


A 

We come, finally, to the experience of the United States. 
When the United States entered the war, it was confronted by 
the two rival theories of public finance. One was to the effert 
that the war expenses should be defrayed entirely by loans, as 
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had been the case in ths early years of the Civil War and which 
was true, as we have just seen, of many of the belligerents during 
this war. The other theory, advanced especially in the famous 
Minnesota memorandum,' was that the war cxp(mditure.s ought 
to be defrayed entirely out of war taxes. This theory was 
equally as extreme and as perilous as the loan theory and 
labored under the additional disadvantage of being impassible 
of achievement. The President went so far as to proclaim the 
fifty-fifty per cent theory, namely that one-half of the war ex¬ 
penditures ought to be defrayed from war taxation. But 
even this turned out, .as was to have been exiiected and as wits 
pointed out by the present writer among others, to be far 
more than was [lossible. 

Till! prodigious profits made during th(' opening yeans of the 
European war and the resulting pro.s|)erity throughout the 
country enabled Congress to levy taxes far higher than had 
ever before been attemptefi in our history. I'iven with an im- 
mensc! addition to taxation, however, the iiro])or(ion derived 
from war tax<'S was relatively simdl, and in fact considerably 
smaller than is ordinarily stated. Here, again, we mu.st ob¬ 
serve the same caution as in th(' ease of Ihe British figtires. 
We must not compare the total expenditures of the w.ar period 
with the total taxes of the war ji.'riod, but war expcTuliturcs 
with war taxes- -which is something very dilferont. In Tables 
G and H an attempt is made, on the basis of certain ollieial 
figures, to arrive at correct results, d’he explan.ation of the 
methods of calculation is found in the noh's append('d to the 
tables; and the reasons for tlu' dilferemx^ Ijctween the results 
here given and the statements of the secretaries of the treasury 
are presented in the general note below.' 

' The Minncsotii menidramlum, .sinncil by n tmtnber of e(!onorai.sts, was 
so called becau.se it was drafted by .some of llu! insiruetor.s at the University 
of Minnesota. 

“ The figures, unless othi^rwi.se .stated, are taken from the annual Reports of 
the Secretary of the Treasury on the Finances for 1918 and 1919. A pre¬ 
liminary estimate will be found in Secret,ary Okass’ LeMer of July 9, 1919, 
to the Chairnmn of the CommiUee of Ways and Means, which served as 
the basis of the (slightly dificrent) coiichisions nrriveil at, by the present 
writer in the original article from which this chapter ts reprinted. 

The figure.s as i>resented in the tables, do not, however, alwaji! agree ' 
with the official statements. In the fii-st |)lace it is (liffi(ailt to know what 
are the offici.al figtires, as they fre(|uenil.v dilTer among thennsclves. For 
instance, the figures found in the tables of the Annml Report for 1918, 
pagws 480 et seq. (hereinafter called A), do not tally with those in the text 



764 


ESSAYS IN TAXATION 


Aw a rosult of the cahuilations found in Tables G and H it ap¬ 
pears that during the first quarter year of war, eiuiing June 
do, 1917, the pniporfcion of war expenditures derived from war 
taxes was loss than one-third or, more exactly, 30 per cent. If 
we exclude from the oxpt'nditures the loans to the Allies, on 
the problematical assumption that they will all be repaid some 
day, the showing in the first three months is, of (ioursc, much 
better, as two-thirds of the expenditures of that period consisted 
of such loans. now(W('r, as soon as we struck our full gait, the 
situation was far loss satisfactory. During the year 1917-1918 
the proportion of war exixaiditures derived from war taxes was 

of Secretary McAdoo’s cotnnu'iils i\\ tlie Atuiual Rtporl, 3-5 (here¬ 
inafter ealh^i H), nor witli the film's of S<‘cretury (liass in his Ldler of 
July 0 (h('r»‘injiff('r caili'd (’)• hi sonu; eases the discirepancies are serious. 

Thu.s in llie rec^'iiils for 1917 an' jriven (ineluiliiiK postal receipts of 
330 millions) as 3,815 millions: in B, as 3,552 (excluding postal). For 1918 
again, the receipts jtre givi'ii in A as 21,11K) millions (inelmling postal rc'- 
ceipis of 311 millions): in B, as 21,155 millions (exeluding postal). In A 
the (li.shiirsenieiils lor l!U7 are givf'ti as 3,011) millions (inelmling postal 
(lisbursoinenis of 320 millionsj: in B. as 2,701 {<‘xclinling postal). For 1918 
the respective' disert'ptincics arc: A, 21,813; B, 20,903. l'iv<‘n in minor 
details there are' no agre'enie-nls. Thus public ele'bl re-e-eipts are' give'ti for 
1917 in A as 2,391 millions; in B, as 2,128 millie)ns. For 1918 the* figures 
are n'speclivciy: .A, 10,91)5; B, ]l),975. Public debt di.sburse'menls are 
given for 1917 in .A jis (137; in B, as 078 millions, lor 1018 they are' given 
in A as 7,1)85; in B, as 7,707 millmns. If t here* is any signilicance in t he fact 
that A give's la!)le.s of “ Be‘e'e'i[)ts and Di.shnrscmcnts” while B gives tables 
of ‘‘Receipts anel Fxpendilures," it is not ai)pare'nt from llm re'port itself. 
Similar discrepancii's are* found in Se'crt'tary ni;i.ss’ Annual for 1919. 

The discropancios between A and ( ■ are more glaring. But lus Se'cretary 
0!a,ss wa-s ahle^to present only f)reiitninary figur(‘.sfe)rth<' respective periods, 
on the basis of the elaily trexisury state'inents, the'se di.screpancie.s may be 
overlooked. 

In the se'conel place, consielerablo confusion results from the absurd 
systetn still followed in the Unit('(l States, whereby postal revenues and 
expenditures go through the j)ost. office accounts and only the surplus or 
deficiency pas.ses through tlu' tn'iisury acc^ounls. Several years ago the 
present writer .succeeded in inducing the Trcjisury Department to bring 
about a change to tins ('xtent. tliat tlie annual treasury .statements are now 
made up in both way.s, viz., revenues and expt'ndilures inclusive and 
exclusive of postal revemie.s and expc'nditurcs respectively. Yftt these 
differences are often overlook<'<l. For instanet^ when Secretary Glass 
discusses in his Lctkr of July 9, 1910, tlie cost of tlic war, ho employs the 
daily tflxisuiy statenu'Tils wliich do not include the po.stal figure.?. As a 
consequence, his stalerni'nt of total revenues and expenditures are quite 
different from those of Sc'cretary MeA<l()o in the latter's discussion of the 
cost of tlie war. 

In the third place, neither Secretary McAdoo nor Secretary Glass, in cal- 
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less than a quarter or, more exactly, only 24.8 per cent; and even 
if we again exclude loans to Allies, which now constituted about 
one-third of the whole, only 39 per cent of the expenditures were 
derived from war taxes. In the final year of the war the showing 
was still loss favoralilc, the figures being respectively 18.6 per 
cent and 23 per cent, i. e., a little less than oine-fifth or one- 
fourth respectively. For tin; entire period of our participation 
in the war it app<!;irs that only slightly over one-fifth (or exactly 
21.59 per cent) of the war oxpiuiditures were paid out of war 
taxes. And if thii loans to Allies are again exclndcd, the pro¬ 
portion is still under one-third or, more exactly, 30.32 per cent. 

culal.ing llic |)i'o|)i!i’li(in ticjrnc by leans ami (axes in mectins the war ex¬ 
penses, attempts tn aseertain (lie reslly .sj);nilie,'int fact— viz., the proportion 
of war expemlitnres met. from war taxes. None of the official figures are 
of any help here. 

The iiresent writer has (herefore bec-ii compelleil to make his own cal¬ 
culation. WheneviT jio.ssihle, the ligiirc's have been taken from the 
.statements in (he ilelailed tablis published in ihvAniiunl Report of the 
Secretary of the 'I'reasiiry. 'the eomidnalions, however, a.s found in this 
chapter art' not. pi-esented aiiywheri' in the otlicial statements. 

Some of the re.snlts reaclieii in this eha|iter which dilfer materially from 
the official slalements, are as follows: 

The total cost of the war to .lime dO, llllt), is given by Secretary fllass as 
$30,117 ndllions, whereas the more accurate eom|)iitation results in a total 
cost of $32,tit)4 millions. Sirrelary (ilass's ligures involve a double 
error. Iti the first place, (hey are based on the |ii'elimitiary daily trea.sury 
statements w'hich are confessedly nol finid; and, as exiilained in the note 
to Table li (p. Till, supra), he fails to allow for |iostal expenditures. In the 
annual Report for 1011) Secretary (Hass gives his revised figures of the 
cost, as $32,.S30 millions. He reaches (his result by taking the peace ex¬ 
penditures at, a round sum. .\gain, Secretary McAdoo state.s that in 1917 
55 per cent of the ex|ienditures were paid from revenue receipts, and in 
1918 31.(1 per ccid.; wiiereas the correct figures are 00.4 per eent and 33.8 
per cent respectively, and thi' really significant figures (the proportion of 
war ex|Xindil.ures from war taxes) are 30 and 24.8 tier cent respectively. 
In the annual /fc;wr( for 1919 Secretary (dass stales on p. 25 that “nearly 
32%” of thedtsbursemenls during the war period April 6, 1917, to Oct. 31, 

1919, was “met out of (ax receipts and other revenues than borrowed 
money.” This does not. differ much from our figures of 31.10%. But the 
Secretary .says not.hing about, the really important point--the relation 
between war expenditures and war taxes. On the other h.and, in the Re¬ 
port for 1920 where Sccrcttiry Houston continues the figures to June 30, 

1920, heeslimat.es the total cost of the war to that dale at $33,455 mil¬ 
lions ttnd figures, on the basis of some rather dubious calculatiigis, that 
war taxes supplial 32';;, of the war expenditures. Apart from all other 
objection.s, it is obviously entirely misleading to continue the figures dur¬ 
ing the fi.scal year 1920 when the war taxes remained almo.st unabated, but 
when the so-called war expenses were only (hose of the aftermath of the war. 
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Tablk G. —Reckipts and Dj.sBuasEMUNTs OF THE United States^ 
1915-1919 

(In millions) 


Receipts 

Year endin" June 3!) 

1915 

1916 

1917 

1918 

1919 

Cufttoma. 

If 211 

$ 2i;i 

$ 226 

$ 183 

$ 18.8 

Internal revenue. 

411) 

5i:i 

.800 

3,696 

3,,840 

Miscellaneous. 

71 

52 

81 

293 

624 

'I'otal ordinary rectajils. 

698 

780 

1,119 

4,174 

4,648 

Panama canal. 



6 

6 

7 

Excess of deposits to retire 






national b.inknote.s.. ., 

4 

.82 




Postal receipts. 

2,S7 

.812 

330 

.844 

.86,5 

'I'otal (exclusive of pnnci- 






pfll of public debt ). 

9.89 

1,126 

1,1.55 

4,795 

5,020 

Public debt receipts. 

1 

2 

2,391 

16,69.5 

29,053 

Total. 

!)!)() 

1,12S 

3,.845 

21,490 

34,07,8 







Disbursements 






Ordinary (e.volu.dvc of 






postal). 

•S 725 

719 

S2,fl67 

$13,769 

$18,939 

Including loans to Allies. . 

. . . . 1 


(885) 

(4,7.88 

(3,79.8) 

Panama. 

29 

IS 

19 

21 

12 

Postal. 

294 

312 

320 

327 

363 

Excess of national bank-| 






notes H'tircd over dc- 






posits. 



.8 

11 

1 

Total (exclusive of princi- 






pal of public debt). 

1,018 

1,048 

2,409 

14,127 

19,.802 

Public debt disbursements 

0.05 

o.ot 

637 

7,6,86 

1.5,814 

Total. 

SI.018 

•fi.ots 

$3,046 

$21,813 

135,1.80 


These figures disclose two significant facts. In the first 
place, the relative revenue derived from war taxo.s became 
smaller, instead of larger, as the war proceeded. This unusual 
and unexpected result is, of course, dun to the stupendous 
growth of war expenditure.s which rapidly overtook even the 
largely incrcaswl revenues from war taxes. It was impossible, 
even by stretching the tax revenues to the utmost, to begin to 
keep pace with the huge growth in the war outlays. In the 
second place, we are struck by the great disparity betwei'ii the 
actuaUfacts and the fifty-fifty per cent program originally 
suggested by Secretary McAdoo and adopted in the recom¬ 
mendation of President Wilson—not to apeak of the one hundred 
per cent program of the Minnesota memorialists. 
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1ABLB H,— Rkckipts and Expenditiikhs of the United States, Aphil 5 
1917-Junb 30, 191’J ’ 


(In millions) 



1917 



Total for 
period Apr. o, 


1918 

1919 

1017-.lime 30, 
1919 

Total disbursements ’. 

'roUil expenditures, e.xeiusive of jirin- 

*.'i,ll4(i 

$21,813 

$35,130 

$59,9,89 ‘ 

cipal of the public debt ‘. 

2,109 

14,127 

19,302 

35,838 ‘ 

War expenditures ’. 

1,3(11 

13,079 

18;2,54 

32,094 

Loans to Allies '_ 

War expenditures exclusive of loans 

8.S5 

4,738 

3,793 

9,41(1 

to Allies. 

47(1 

,8,311 

14,4(11 

28,278 

Revenue exclusive of public (Icbl , 

1,1.55 

4,79.5 

5,02(1 

4,023 

Ib270 

Fax revenues ^. 

1,03.5 

3,87!) 

8,937 

War tax revenues . 

109 

3,2.53 

3,397 

7,0,59 

Proportion of total expenditures from 

!'. c. 

/'. r. 

}*. c. 

P. c. 

non-loan revenues. 

Proportion of total expenditures from 

(iO.l 

88. <s 

21,00 

31.1(1 

taxes. 

Proportion of war ox|)enditures from 

12.9 

27.4 

20.,8.3 

24.91 

war taxes. 

Proportion of warexpenditunsexclu- 

3(1. 

21.,8 

1,8.01 

21.59 

sive of loans to Allies from war Jaxt's 

85.71 

39. 

23.(12 

30.32 


III. The H-'rt;- Taxe^ 

The next point of intere.st is the (ihanicter of (ho war taxes im- 
po.se(l by the various countries. Here afitaiii we notice great 
variations. Although the policy of taking a substantial share 
of war profits by taxation was almost everywhere adopted as 
a matter of principle, it was applied very differently in various 
countries. As a matter of fact. in almo.st all of the continental 
countries, about as much additional riwenue was raised from 
indirect as from direct taxation. Indeed, in France consider¬ 
ably more revenue was designed to bo raised from indirect 
taxes, including taxes on consumption, than from direct taxa¬ 
tion or taxes on wealth. The respi'ctive figures, as appeans 
from Table I, arc about 60 per cent for indirect .and 40 per cent 

' From Table G. 

’Obtained by deducting from total expenditures the (peace) ^ixpendi- 
tures of 191.5 ($1,048). 

’Obtained by adding the customs and the intcrnul revenue. 

‘Obtained by deducl.ing from the tax revcnue.s for 1915 (020 millions). 

‘Total for the three fiscal years 1917, 1918, 1919. 
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for direct taxes. In actual result, flic increase due to indirect 
taxation was not so great as had been expected, due partly 
to the fact that the war-profits tax yidded imich more than hmi 
been anticipated (907 million francs instead of fidO millions), 
but above all because the tax on sales |>rodueod in the fiisit 
year far lcs.s than had been hoped for (2t() instead of 800 mil¬ 
lion francs). As a consequence, the proportions derived from 
dir.sct and indirect ta.x('s wore aclnaily just the reverse of those 
mentioned above, namely, about 60 p(‘r la-id- from direct and 
about 40 per cent from indirect taxes. 


TABJiH I.— Rkvknuk Kxi’K(ti:i) fiiom Ixcukasl:!) I'axios in Fhancb;, 
1914 1!)IS 

(In iniliioii fnincs) 


Direct. j 

I Indirect 

1.. 

War-profits tax. 

.'■ito 

Aicoliolic drinks. 

75 

Militurv war tax .. 


Noti-al('o!n>li(' drinks 

. 85 

Income tax. 

2.-,0 

!Oruti:f;is(sspecialties. 

12 

"Assimilated taxes". 

24 

|Suu;ir. 

90 

Inheritance tax. 

MS 

jCkiloiiial prodiji-ts. . , 

70 


;4s 


SO 

Land tax. 

;!() 

jboNlage. 

r>H.ri 



[Theatres. 

to 



Sales. 

soil 


1,042..5 


l,2.H0..5 

Additions of June, lOIH; 

Adilitioiisof June. 19lS: 

Income tax | 


Stamp taxes. 

70 

Inheritance tax) 


()lher indirect Uxe, 

s 003 


1,0!)S..5 


1,009.5 

or oO.lIper c(’nt| 


or 00.7 per cent 


In Italy, wh(>re the now war taxes were imposed at once in 
1915, it was expected that the war-trrofits tax (at the rate of 
from 8 to 20 pc'r cent) would yield about 55 million lire, and the 
augmented taxes on incomes and business about 220 millions, 
or a total of 275 millions from direct taxi's compared with an 
estimated revenue of 110 millions from various increases in 
indirect taxes. 

In 1916, however, while the rate of the war-pro8ts tax was 
increased so as to vary from 20 to lit) jier cent and that of the 
income‘'tax to about 16 per cent, the stami) taxes were raised' 
and the number of state monopolies was increased. The same 
policy was followed during the next year so that by the end 
of the war, in addition to the old government monopolies on 
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tobacco, salt, matches, lotteries, and cards, we now find mo¬ 
nopolies on («ffee, paialline, and mineral oils, quinine, and 
various minoi’ objects, 'I'lic result was that in 1918 just about 
as much addilional revemue was derived from the new indirect 
ta,Kes as IVom (h(‘ m'w direct taxes. The exact figures are as 
follows: the dii'eci taxes, t('chnically so called, yielded 1,500 
million lire anil llie business taxes 500 milliotis, or a total of 
2,000 millions. On the other hand, the increased revenue from 
monopolies amoimted to 1,000 million.s and that from the new 
consumption taxes 9,50 millions, or a total of 2,010 millions. 
In It.aly, therefore, the b.alance was kept just about even be¬ 
tween the two great e.ategorii's of taxation. 

In (lei'inany when lh(‘ goi'crnment finally di'cided to resort to 
taxation in 1915, no effort wa« inadi' to impose any new taxes on 
incomes or inhei'itanccs. For the feeling was still very strong 
that income and proiierty taxes ought to be left to the separate 
states, which had in the meantime considerably increased their 
revenue from such soui'ces. A fedci'al tax on war profits was, 
however, imposed. On the other hand, the tax on tobacco was 
largely increased, a high tax was levied on bills of lading, and a 
considerable augmentation was made in postal, telegraph, and 
telephone rales. From all these sources an additional revenue of 
about 500 million marks was expected. When the bill passed 
through the Reichstag, a tax on sales was added, estimated to 
yield about l.'iO millions. In the next year, 1917, the war profits 
tax was considerably increased, so as to produci; about 400 mil¬ 
lion marks addilional; but, on tlii' other hand, a high tax on coal 
was now imposed, designed to yield 500 million marks and pro¬ 
vision was made for a tax on raih'oad liansport.ation to yield 
310 millions. Finally, in 1918, the government recognized the 
necessity for very much gri-atiM- revenues from taxation and a 
law provided for additional rec.apts estimated at 3 billions of 
marks, on the one hand, from .mi increased tax on war-profits 
and, on the other, from taxi’s on sales, luxuries, and higher rates 
on drinks and postal eommunical ion. ddie exact figures as to the 
proportion betwi'cn the two categories of t.axation are not yet 
available; but it is quite safe to say that in the federal govern¬ 
ment, at least, the revenue from indirect taxes considerably ex¬ 
ceeded that from direct taxes. In the separate coirnnon^ealths 
the situation was the reverse, without, however, materially 
changing the general result. 

In contrast to all the continental countrie.®, England pursued 
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from the outset a different patfi. It is true that a considerable 
increase of revenue was derived from indirect taxes like custons 
and excises. From 1914 to 1919, for instance, tlie customs 
revenues were actually trebled and the yield of the excise taxes 
increased about 50 pei’ cent. But the chief reliance for meeting 
the w.ar expenditures was placed on a new war-profits tax and 
an augmented income tax. The rate of the war-profits tax was 
raised gradually from 50 to GO, and finally to 80 per cent; and 
the income tax rates were progressively iiUTeased until from a 
quarter to a third of very moderate inconu's and ovi'r a half of 
larg<T incomes were tak<'u for the state. In the la.st year of the 
war, as appears from Table K, over three-quarters of the tax 
revenue was derived from direct tax('s on wealth. This is a 
great contrast to the fiscal history of previous wars. 

In the United States, also, we find the democratic movement 
so strong that the overwhelming proportion of the new tax 
revenue was derived from direct taxation on wealth rather than 
from indirect taxes on consumption or transaction,s. Although 
the excess-protits tax was not at first levied at rates as high 
a.s in Great Britain, the remarkable prosperity of the country 
resulted in large revenues from this .source. And while the in¬ 
come tax did not reach in thc^ lower stages so high a level as 
the British, the rates in the upper schedules were made con¬ 
siderably higher, finally attaining the \mheard of figures of 77 
per cent. As a result of the revenue act of 1917 over 79 per 
cent of th(! tax revenue came from direct taxation, principally 
the income tax and the excess-profits tax. After the second great 
revenue act of 1918 w;xs enforced, the proportions were still 
more favorable, the amount ascribable to direct taxation in 
1919 being, as appears from Tal)le L, in reality almost 81 per 
cent, although ttio intiwluction of the system of payment by 
instalments .somewhat obscured this result. 

It thus appears that the United States succeeded even better 
than Great Britain in carrying through a democratic fiscal pro¬ 
gram in the war; and that the Anglo-Saxon countries disclose a 
very decided contrast to all the other belligerents. The conse¬ 
quences are apparent in the relatively more favorable situation 
in which Great Britain and the United States found themselves 
when tonfronting the problems of posl-bellum finance. 
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Tablb L.—IntSrnal Revknue Kkceiptm or- the United Statbh, 1918, 1919 
(In millions) 



j Year ending June .'30 


lois 

1919 

Income and profits taxes. . .. 

S2,s;3‘i 

.$2,1)01' 

Munition maiiulaeiurers tax. 

1.3 

— 

Kstate lux. 

47 

82 

Corporate rapilal slock l;ix.. 


29 

Total taxe.H on wealth. 

2,924 or 79 1 per cent 

2,707 or 70.5 per cent 

Distilled spirils. 

31.8 

31)5 

Fermentea liquors.i 

I2»i 

118 

Tobaoeo.i 

l.oN 

20(i 

Stamp taxes. 

19 

;;7 

Transportation. 

71 

23-1 

In-suraneo. 

I) 

1.') 

Excise taxe.s. 

37 

78 

^ft drinks. 

2 

7 

Admissions. 

21) 

.5! 

Misoelhinemis. 

8 

22 

Tolal taxes on l•(^n.stlml^- 



tion, transiictiuiis, and 



eommoditie.s. 

$771 or 20.9 per rent 

$1.1.33 or 29.5 fwr cent 

Total. 

$3,l>9.''. 

$3,8J0 


IV. The Lomiit 

Willi till' iiiipo.ssihility of soi'uriiiK moro than a coinjiaratively 
small proportion of tlu; war cxponditiiros from taxation, it 
became necessary everywlierc to resort to borrowing. This 
was consequently done liy all countries on a gigantic scale; 
although h(Tc again tin- fiscal and economic conditions in the 
various countries varied so widely that they employed quite 
diverse expedients. 

Great Britain provided at the outset of the war for immediate 
needs by selling short-time sce,urili(‘s, principally treasury bills. 
Before long, however, these had accumulated to such an extent 
that it became imperative to issue long-time bonds. Accord¬ 
ingly, subscriptions wewi invited to the first war loan which 
was issued in March, 1915, followed in June of the same year 
by a second war loan. Thise bor(‘ interest at the rate of 334 
per cent and 434 per W'rt respectively and the amount issued 
was 332 and 592 millions sterling or 1,703 and 2,883 million 
dollars respectively. On February, 1910, an issue of war 

t 

* As the new taxes were payable iti instalments, about 2 billions of the 
tax really payable for the year 1919 were not reeeived until the fiscal year 
1920. Making allowance for this, the proportion of taxes on wealth really 
aacribable to the year 1919 rises to 80.6 per cent. 
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Bavinj!?^ ccrtificaten was inaugurated. In April, 1917, the third 
war loan was ksued at 4.5 per cent, yielding 941 million.s sterling, 
or 4,403 million dollars, followed in June of the same year by 
an issue of 5 per cent e.xchequcr bonds. 

Beginning in October, 1917, a continuous issue of 4 per C('nt 
and 5 per cent national war bonds was made, the difference in 
the rate of interest ))eing duo to the ta.x exemption. The 
temporary and short-time paiier was now gradually funded 
into these bonds. In the meantime the Anglo-French loan of 
500 million dollars, of which ICngland liad one-half, had b('cn 
contracti'd in the Uni1(“d States; and with the entrane(: of the 
United Slates into the war, continually larger sums were bor¬ 
rowed from th(? American govtM'iinu'nt. By the «'nd of 1918, 
as will be seen from 1’able M, almost 4 billions sterling, or con¬ 
siderably more than one-half of the new debt, was in the form 
of relatively lorig-tiuK^ domestic securities. 

Fi-ance was in a less favorable situation than Great Britain at 
the outbreak of the war. I'he total debt of France at the close 
of 1913 amounted to 32,591 million francs oi- 9,291 million dol¬ 
lars, and the ordinary budget, had clo.si'd with a large deficit, .so 
that it had been neci’ssary to issue a loan during the spring and 
summer of 1914. When tlu' war broke out, precipitating an 
economic and linancial crash, it Ixsame pract ically impossible 
to issue another loan. The government was theri'fore com- 
pi'lled to rely uiion advances fiom thi^ Banque de France which 
was permitted correspondingly to increase its note issue. It 
was not until Novc'iiibcr, 1915, tliat France saw her way to 
invite subscriptions to her first, war loan, which, although 
bearing interest at (he rate of 5 per ci'iit, was issued at the low 
price of 87'4. This was followed in August, 1919, by the 
.second war loan, also of 5 per cent bonds. In December, 1917, 
the third war loan was contraeded .and in 1918 the fourth war 
loan. In these two latter cases France reverted to her old 
policy of discount boiuls so that the issues fetched the price 
of only aliout 70. The nominal subscriptions to the loans were 
therefore quite diffei'ent from the actual receipts in cash. 
Even the nominal sums yielded by these four loans, however, 
amounted to loss than 70 billions of francs, so that the chief 
reliance of France had to be placed on floating debts like ad¬ 
vances from the bank of France, on the so-called national 
defense bonds, which were issued continuously from February, 
1915, and, finally, on the foreign loans contracted in England, 
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United States, and Jai>an. Th(' internal loans as a consequence 
constitute only aliout 40 i)er cent of the wai' ileht, a result which 
is now proviiif' a serious einharrassinent in the French t)rogratn 
of fiscal n'consiruction. 

Russia was the first of the Knti'nle I’owers to contract public 
loans. In Septenibin', 1014, Russia began with a 5 per cent issue 
at 04, followed at regular intei’vals up to the revolution of 1017 
by six more loans. .\t that time a.boul ti billion dollars had been 
raised hj' ri'latively long-time siaairities, constituting, however, 
only a, very small part of the entire debt. 

Somewhat similar dilliciill ii's weri' expin ieneed by Italy. The 
pre-war d(4it of Italy amounted lo l.'f,li:i(i million lire or 2,021 
million dollars. Italy started in 101,a with the so-called mobiliza¬ 
tion loan followed by the lirst, war loan in July, 101.5, and by 
further war loans in Jaimarv of each of the following year.s. 
Every succi'ssive loan showed an increase of the interest rate 
and a decrease of the issue price, thus disclosing (he growing 
fiscal dilliculties. 'I’he tot.al proceeds of the internal war loans, 
as appears from Table M, were only about 15 million lire. Italy, 
therefore, had also to depimd jirimailly u|)on short-time se¬ 
curities, lik(‘ treasury hoiuLs and exchequer bills, upon ad¬ 
vances from the banks, and upon loans from the Allies. As a 
matter of fact, less than .‘ID jier cent of the new war debt con¬ 
sists of long-time inlei’iial war bonds. 

Of the (.'entral Rowers, (lermany followi'd a different plan 
from the outset. She decided to rely at once upon compara¬ 
tively long-time bonds I'.atlna- Ham u|)on temporary or short- 
time securities, and for .several years jirided iK'rself u|)OU her 
.superiority in this re,s|)ecl ov<'r (Ireat Britain and France. In 
October, 1914, a lai-ge war loan was issued at 5 p('r cent. There 
followed in regular succession eight more war loans hearing 
4|,2 per cent, and 5 per cent resi)e<'tively. During the earlier 
years of the war, accordingly, tla^ loan situation of (lermany 
must he pronoumx'd to have b:en moix^ favorable than that 
of the other helligerenis. Toward the end, however, as the 
difficulties increased, the internal loans did not suffice and 
Germany, lil<(‘ France and Italy, was now compelkal to doiiend 
more and more upon a makeshift policy. Neverthek'ss, by the 
end ot 1918, 98 billion marks out of a total war debt of 153 
billions or about (if p(‘r cent of tlu^ whole, was in the form of 
long-time internal bonds. This was a better showing than 
that of any of the other countries. 
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'rAiu.K M. -War I>oans -(In millions) 


(hedl Hriliiin 

First war loan.Mar., 

Second “ “ .Jutw' 

Third “ “ .Apr., 

Exchequer bonds.Mar., 

“ .Dee,, 

“ .Dct., 

National war bonds. . , ()c(,, 


1915 3':; 

“ -I ' ^> 

1917 1 5 

1915 3 

19ir)-Apr., 1917 5 
1910 0 

1917-()cl., 191S 1-5 


FrniiCf' 

First war loan.Nov., 

Second “ “ . 

'I'hird “ “ D(‘c., 

Foiirlh “ . “ 

Tolal. 

/ lah/ 

Mobili/adion loan.Jan., 

First war loan.July 

Second “ “ )an., 

Third “ ‘‘ “ 

Fourih ‘‘ “ “ 

Tolal. 

Ru.s.-<i.a 

First war loan.S(“[)t., 


.Vniount 

.subscribed 


Total. 

(icniiiin)f 

First war loan.Sept., 

S(‘cond “ “ Mar,, 

Third “ Scj>i. 

Fourth “ “ Mar., 

Fifth “ “ Sc|)t. 

Sixth “ “ Mar., 

Seventh “ “ S<'pt. 

Eighth “ “ Mar., 

Ninth “ “ Sept, 

Total. 

Vnilcd Sldli H 

First liberty loan.June, 

Second “ “ .... Nov. 

Third “ “ ... May, 

Fourth “ “ ....Sept. 

Victory loan....Apr., : 

Total. 


‘ Nominal subscription. 
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When the United States enh'red the war it depended for the 
time Ix'ins on temporary war certificates. It was, however, soon 
decided to mak(( a bold api)eal to the iniblic, and in June, 1917, 
sul)Scriptions were invited to llu? first liberty loan, whicli was 
issued at jrar bearing int<‘r;>st at tla; rate of 3}-'^ per cent. Al¬ 
though the immense sum of 2 billion dollars was raised by the 
first loan, still greater efforts wen' made in the succeeding loans. 
In November, 1917, the s('Cond lib('rty loan was is,sued and, 
despite the original objeclions of Secretary McAdoo, it was 
found necessai-y to rais(' the rate of interest to 1 i)er cent. The 
loan yielded almost I billion dollars. In May, 1918, the third 
liberty loan was issued at -I'.i pi'r cent interest, yielding over 
4 billions. The greatest elTort was, however, made in January, 
1918, wh('n subscriptions were invited to the fourtli liberty 
loan, beai’ing 4',| pei' cent inlc'icst, with a result that the un¬ 
heard of sum of almost 7 lallioii dollars was subscribed. The 
last, or victory loan, was issued in April, 1919, bearing 4't^ per 
cent interest, and yielding about filj l)illions. 'I'hc consequence 
is that almost the entire war debt of the United States consists 
of relatively long-time and easily manag('able domestic se¬ 
curities.* In Table M will be found the relevant facts as to the 
successive war loans of the chief b('lligerents. 

Passhig from the problem of long-time versus temiK)rary 
loans, the final question is that of tlu' total indebtedne.ss of 
the various belligc'rents. 

In (In-at Britain it still s('ems to be a question as to whether 
and to what ('xtent the loans to tlnr Allies ar(^ to be included in 
the war debt. Th<' Chancellor of the U^xcduaiLua', as stated 
above, thought it i)rud(*nt to include oni'-half of the amount. 
The result is, as shown in Table N, that thi' Brit ish debt which 
amounted to 0,50 millions stei-ling, or 3,115 millions of dollars, 
just b(‘for(! the war, rose by the (dos(! of tin; fis(d year in 1919 
to a total of 7,043 millions sterling or 37,221 millions of dollars. 
Inasmuch, however, as the Chancellor of the Exchequer as¬ 
serted in ills financial statement of April 30, 1919, that ho ex¬ 
pected to borrow about 250 millions sterling, or 1,217 millions 
of dollam, during the year 1919-1920, the debt of Great Britain 
at the end of the fiscal year 1920 will amount to almo.st 8 billions 

‘ A .severe critietsia of the government, policy of the issue of loan antici¬ 
pation certificates of indcbtcilniws will he fouml in J. II, Hollander, War 
liarroimuj, A Study of Treasury Cerlificutes nf Indebtedness of the United 
Stales, 1919, 
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sterling or about 39 billion dollars. The war debt proper, there¬ 
fore, at the end of that period may be expected to amount to 
7*4 billions sterling or 3.5 billion dollars.' 


Tabi.e N,— Public Debt oe (!ueat Puitain 
(bi inillii)n..i) 




V( 

ar endin^j; March 01 


HIM 

101.3 

1010 

1017 

1018 

1010 


£ 

£ 

£ 

£ 

C 

£ 

Fundod debt,. 


.38.3 

3I.S 

31S 

318 

318 

Torinimibio annuitios. 

:i0 

2S 

2() 

21 

22 

22 

V/i per flint IhhuLs. 


310 

03 

03 

03 

03 

4]^^ per cent bonds. 



000 

20 

10 

10 

4 and 5 iM*r coni bonds. .. 




2,110 

2,000 

2,000 

Nationfil war bonds. 





1)4!) 

1,710 

Treasurv bills. 

i;i 

77 

.507 

•101 

473 

047 

KxclHKjiior bonds. 

20 

07 

177 

320 

:m 

303 

Warsavinffs (■ortificatos... 



1 

74 

138 

227 

War c.xpenditure cerlili- 











24 

22 





0 

217 

1)44 

1,245 




ol 

.M 

,51 

.51 

Total. 

Ootl 

I.IOt 

‘2,m 

4,011 

.5,872 

7,013" 


In Fram^, where the pre-war debt was 32,591 millions of 
francs or 9,291 millions of dollars, the total debt at the end of 
1918 amounted to 197,4()9 millions or 32,322 millions of dol¬ 
lars, constituting a ri'latively more crusliing burden than that 
of Groat Britain. The war debt proper as will lie seen in Table 0, 
amounted to 134,875 millions of francs or 26,031 millions of 

^Tiic actual fisuros for itiarcli 31, 1020, were as follows: (iro.s.s Lia- 
bilitie.s £7,87.5,007,11)0: Itstimaieil Assets £100,023,.310. ('/. Return on 
the National Debt. Cf. Paper 1021 for P.t20. 

“ This includes .£207 iiiillions of sinking fund prerniuin.s, which when de¬ 
ducted would bring the net debt to 7,13.3 millions. 

This total include.s the loairs to ibe .lilies ;ind Dominions: 

fin millions) 


Russia. 

. £ ,508 

Franco. 

. 131 

Italv. 

. 413 

Hclgiiini. 

. .87 

{Serbia. 

. 10 

Other Allies. 

. 48 

Total Allies. 

. £I,.50H 

Dominions. 

. 171 

Total. 

. £1,730 





















778 


ESSAYS IN TAX AT ION 


(lollar.s. Inasmucli, liowevor, as it is Virtually certain that a 
considerable sum will still have to be borrowed during 191!) and 
1920, the total debt of hd'ance diirattly and indirectly due to the 
war, will, in all probability amount to a imndi larffer sum.‘ 

Th(^ hiffh-watci- mark of the external d(d)t of France was 
riiached on Setrt. 30, 1920, when it amounted to 3.’),328 million 
gold francs. By Mar. 31, 1921, this had beam rcaluced to 
32,723 million,s. But the internal debt was growing fast. 

Tabi.e O.—I’euLii,' Dkiit (jc Fua.nch, Deckmdku .31, 1918 


(la million francs) 

Domestic delit. 136,874 

Fumled debt. 67,739 

including: 3 tier cenl rentes.19,716 

r, . 2.0,8,33 

t “ “ “ .12,851) 

I “ “ “ of 1918.3II,0(K1 

3 iuid 3J 2 red<‘eniaM(;. 3,118 

Floalinn debt. 19,136 

iiicIndinK: ii.ilioiuil defense Ixjnds.29,163 

ndvnnees from Ban(|iie de Iminee ..18,11110 

ForeiKii debt. 30,.39.5 

Funded debt. 15,127 

indudinf;: adv.-inees from I'. .8. frovernnietd , . 12,001 

.'tmtlo-Frendi loan in F. S. 1,376 

other loans from F. S. 1,602 

Jaii.ine.sc loan. 147 

Floatinj; debt. 15,171 

Total.167,469= .*32,.322 

Fnvwar debt in 1913. 32,591=$ 6,291 

VV'ar debt.131,,S75=$26.031 


In Italy (he pre-war debt was 13,030 millions of lire. At the 
end of October, 1918, as will be seen from Table P, the total 
debt amounted to over 03 millions of lire or somewhat more 
than 12 billions of dollars, making the war debt [iroper, about 
.50 billions of lire or 10 billions of dollai’s. By the end of May, 
1919, the debt litid grown to over 77 billions of lire or 15 billions 
of dollars, tind the end is not yet. This represents a very dis¬ 
proportionate burden as compai’ed with the British figures. 

For Germany, where thi^ prmwar di'bt amountwl to 4,732 
million marks, the figures arc not yet entirely complete. Min¬ 
ister Schiffer stated in February, 1919, that the d(4)t had grown 
by the end of 1918 to 157,700 million marks. But Minister 
Erzberger stated in his Ib'ichstag sprtwh of October 31, 1919, 
that tlfe total debt thmi amounted to 204 billions of marks, 
which would make the war debt over 199 billions of marks or 
47,726 millioas of dollars—the largest debt of all the belliger- 
^ Cf. th(! figurtw for 1921, infra, p. 780. 
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ents. It must be remoiiiljercd, however, that the great de- 
prcciatioti of the mark during the [joriod when most of the debt 
was contraeted reduw's the actual American equivalent con¬ 
siderably. 

'I'ahi.e 1’.—I’um.ic Duht or [tai.v, Aikiust ;il, li)lS 


(In million lire) 

Pre-war del)t. 

War loans. 11,7:17 

Treasury Iionds. :i,0r)2 

KxeluMiiK'r hills. ‘),210 

Foreign iidvanecs fiotn Ftndand ainl llie Ftiilcd Stales.. i:i,K,70 

Advances from hardvs. rt,5.‘lfi 

Notes i.s.sued by IIk‘ frovernmeni. 2,041 


Total. (i:i,()tW=*l2,I77 

Hy iM.ay til, lOI!). Ilie lohd debt had ineivased lo . 77,7(i.S=.t 1,7,0(19 

In Auslria-llungary, (he pre-w.ar debt was 18,35-1 million 
crowns or 3,720 million dollars. In August, 1919, the ik'w Aus¬ 
tria which by lr('at.y assnined 7(1 per cent of the total war debt 
of the old empire had ti w'ar debt composed as hrllows: war 
lotins, 3.5 billion crowns; other war debt, 113-2 billions; bank 
notes, .50 billions, or a tot.-d of 903 2 billions. At the rate of 
70 pi'i' cent this would m.'ike the lot.al war (h'bt of the old (‘in- 
pire now divided among various stales, 137,8.58 million crowns 
or 28,.58l million dollars. But the same caution as to tin; de¬ 
preciation of the currency must be observed here. 


Tahu: PiuiLu: Diiirr ok tujo Uniti-j!) States 


(lij imllioiis) 

Dale 

Apr. 15, l!H7. 

JimollO, PU7. 

“ “ U)1S. 

(M.. :ji, \m lioiuis: 

lV(*-u;ir lioiids. 

Kirsl. liliiTly loiiii. 

Second '■ “ . 

Third “ “ . . 

I'oiirth “ . 

Nol(‘s: Victory loan. 

Trciisury cert ificatt's. 

War-saviiif? cert ilicates. 

Old dcl)( on whicii inicrv.'-il has I'cascd.. .. 
Non-intorcst, bcarinj^ debt. 


Debt less 
cash in 
'IVcasury 

. $ 1,189 

. 1,909 

. 10.921 

.$ HS3 

$1,985 

0,529 

3,904 

0,014 

$10,029 

. 4,414 

. 3,736 

. 911 

. 2 


Total gros.s dc'bt.$20,211 

Cash on hand. 888 


Net debt 


$25,323 
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In the United States the total net debt just before the en¬ 
trance into the war, in April, 1917, was millions. This 

had increased by Oct. 31, 1!119, to .$25,322 millions, making a 
war debt of .$21,133 millions. I’lu' debt, as ap|)oars from Table 
Q, was composed almost wbolly of war bonds, together with a 
relatively small amount of outstanding treasury certificates. 
Deducting tln^ loans to Allies, the national debt amounts to 
about 15 billions. 

The other Countries need not be treated separately. In 
Table R an attempt is made t,o present a summary i)icture of 
the public debts of all the belligerents. From this table it 
apjrears that th(’ total pre-war debt amounted to over 29 bil¬ 
lion dollars. On the other hand, tin* debt at the close of the 
war, including that of .Japan (whose debt was incr(‘as(al only 
by a part of the funtls raised to lend to Clreat Britain and 
France), but not including th(> debl. contracted largely for in¬ 
ternal and non-war irurposes by th(' Bolshevist government in 
llu.ssia, amounted to almost 228 billions of dollars. This would 
make the md. debt of the world directly ascribablo to the war 
about 198 billions.* 

The debt of the fornna- belligerents has in some cases been 
steadily increasing since the close of the war, notably in France 
and (lennany, and the demands of I’eparation will lead to fur¬ 
ther prodigious increase of tlui Gennair del)t. By the beginning 
of 1921 the total debt of the bdligcrcnts had increased to over 
three hundred billions and the (uid is not yet. In France alone 
the debt, ju.st before the issue of the new six per cent lo.an in the 
spring of 1921, amounted to 2-15 billion francs, (almofit 50 bil- 
hons of dollars) or half as much again as the debt at the date of 
the amiistice. Taking the limit, howiwer, of from six months 
to a year after tin; annistice, as is done in this chapter the net 
debt immediately cairscd by the war and expended primarily 
for the war itself, amounted, roughly .speaking, to about two 
hundred billions of dollars. 

When W(‘ compan' this figure of 198 billions of the war debt 
with the total cost of the war, which, as we have seen, amounts 
to over 210 billion dollars, it ai)|)ears that well-nigh the entire 
cost of the war was defraycsl from loans. The difference of 
some f3 billions derived from taxation is due (apart from the 
slightly different dates utilized for the two computations, 

' The same caution must here be observed as that mentioned above on 
p. 7.W. 
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states which constituted the old empire. 
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and which are respoiisihh? foi- two or three l)illions) almost 
wholly to lh(^ eH'orls of (ireat Britain and the United States, 
the former iaisiii<; ahold. 7 and the latter aliout 73^2 billions 
from taxation—(ireat Britain in a little over four mid a half 
years, the United States in a little ovi'i’ two years. While a 
few billions additional were raised from taxation, as we have 
learned, by Italy and (lermany, their eontribntions to the e.x- 
penditures were inoiv than comderbalanei'd by the budget def¬ 
icits in those states, as well as in l''i'ance. It rianains true, thcre- 
lore, that the war was (tondiieled almost entiri'ly on credit. The 
outstanding problem now conlront.ing every country, victorious 
and conquered alike, is how to secure the tunds needed to dcfr.ay 
the intcro.st and t.o provide lor the amortization of these gigantic 
debts, which offset a not insignificant part of the entire wealth 
of the world. 



